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THE TAXATION OF CORPORATIONS IN MASSA- 
CHUSETTS. 


A DECADE has passed since the Commission of 1897 
made a comprehensive study of the corporation taxes of 
Massachusetts,’ and in the interval important changes 
have occurred which make it desirable to examine anew 
this branch of the State’s revenue system. It seems to 
lie in the nature of the case that the law upon the subject 
becomes increasingly complex in the course of time, as 
statute is added to statute and precedent to precedent; 
while the financial results are not always commensurate 
with the expectation of the law-givers, and the ultimate— 
and even the proximate—economic effects are often diffi- 
cult to trace. Scientific analysis of the taxes, excises, 


1 Report of the Commission Appointed to inquire into the Laws of the Common- 
wealth relating to Taxation (Boston, 1897). An earlier account of the State’s cor- 
poration taxes may be found in the Report of the Commissioners Appointed to in- 
quire into the Laws of the State relating to Taxation (Boston, 1875). A brief descrip- 
tion is given in the Report of ihe Industrial Commission, vol. xi., Part 7, pp. 14-19. 
See also Beale, The Law of Foreign Corporations and Taxation of Corporations Both 
Foreign and Donestic, chs. 22-29 (Boston, 1904). 
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and other charges now resting upon corporations is, there- 
fore, a difficult task, and no single method meets all the 
requirements of satisfactory exposition. The best course 
is probably to examine the provisions of the law, then to 
study the actual results attained with each important 
class of corporations, and finally to attempt a critical esti- 
mate of the position and value of this important group of 
taxes. 


I. 


THE GENERAL Property Tax. 


From time out of mind the general property tax of 
Massachusetts has extended to all property, real or per- 
sonal, situated within the Commonwealth, unless expressly 
exempted by law.’ The growth of corporate enterprise 
after 1780 caused no immediate change in the practice 
of the State, which was then regulated almost wholly by 


the annual tax acts.” Shares of stock in moneyed corpora- 
tions were taxable, like other personalty, in the hands of 
the owners, without further ado; but, as a gentle reminder 
to the local assessors, the tax act for 1793 specifically 
included bank stock, and during the next decade shares in 
bridge or turnpike companies and other incorporated en- 
terprises possessing taxable property were similarly 
mentioned.* In addition, the real property acquired by 
corporations seems to have been retained upon the assess- 
ment lists and taxed to the corporations themselves, just 
as it had formerly been taxed to individual owners. To 


1C}. ch. 43 of 1780 and Revised Laws, ch. 12, sec. 2. 


? Two or three points were covered by perpetual statutes (chs. 50 of 1785, 143 
of 1828, and 158 of 1832), and some others had been adjudicated in the courts, as 
we shall presently see; but the first comprehensive law regulating taxation was 
supplied by the Revised Statutes (1836). 

* After 1806 the language of the annual tax acts is practically unchanged. In 
1836 the Revised Statutes (ch. 7, sec. 4), in defining personal estate, specifically 
mention stock in turnpike or bridge companies and all other moneyed corporations. 
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this extent double taxation’ was contemplated, but we 
may believe that it was largely offset by the fact that 
many shares of stock escaped the eye of the assessor. 

Upon personal property, however, Massachusetts cor- 
porations enjoyed exemption from taxation. The annual 
tax acts made no reference to the subject, and at the out- 
set local assessors may have tried to tax personal property, 
just as they taxed real estate. But in 1813 a test case 
was carried to the Supreme Court of the State, and the 
question was decided once and for all.? 

The town of Danvers had levied a tax upon the real 
and personal property of a manufacturing corporation, 
claiming that real estate, however owned, had always been 
taxable at its situs, and that the personal property of 
this concern was “‘attached to real estate,’”’ used in con- 
nection with it, and therefore properly taxed to its owner. 
The company, upon the other hand, claimed exemption 
for all its property, real as well as personal, upon the 
ground that the law creating the corporation converted 
all its possessions into personal estate, represented by its 
capital stock, and taxable to the shareholders at their 
residences. To tax the capital stock and then tax the 
property of the corporation must result in taxing the same 
thing twice, which was declared to be inadmissible. The 
court ruled that, since the shares were taxable in the hands 
of their owners, the corporation ought not to be taxed 
upon its property unless the law plainly required such 
construction. With real estate this interpretation seemed 
to be necessary, since realty had always been locally 
taxed and had been included in the valuation from which 
the town’s quota of the State tax had been determined. 
With the personal property, however, the case was dif- 
ferent; and there seemed to be nothing in the law which 

1 When a special tax of 1 per cent. on the capital stock of banks was estab- 
lished in 1812, bank shares still remained taxable in the hands of stockholders. 

210 Mass. 514. 
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clearly prescribed double taxation of this part of the 
company’s possessions. .The rule was laid down, there- 
fore, that a corporation might be taxed upon its real prop- 
erty, but not upon its personalty; and this remained the 
settled law of the State,’ except in so far as modified by a 
statute now to be considered. 

In 1832 the taxation of manufacturing companies was 
radically changed by a law framed upon the general prin- 
ciples now followed in taxing most classes of corporations. 
Machinery used in the cotton, woollen, and linen manu- 
factures had for some years been expressly exempted from 
taxation,’ but this practice came to an end in 1829.° 
Three years later it was enacted‘ that all machinery 
should thereafter be taxed where located, whether belong- 
ing to persons, firms, or corporations. If the new law had 
stopped at this point, it would have increased greatly 
the extent to which manufacturing corporations suffered 
from double taxation, since under the decision of 1813 their 
machinery had long been exempt. It proceeded, how- 
ever, to supply a reasonable solution of the whole diffi- 
culty, so far as this class of companies was converned. 
This was accomplished by a further provision that, in 
valuing the shares of manufacturing companies for taxa- 
tion in the hands of their owners, assessors should make 
a suitable allowance for the value of real estate and ma- 
chinery already taxed in situ. In this way it was intended 
that the whole property of a manufacturing corporation 
should be taxed once, and only once, a part at the place 
where the business was carried on, the rest at the several 
places where the stockholders resided. The weak point 
in the plan was that now. instead of double taxation, 

1 For later cases see 17 Mass. 460; 4 Metcalf, 181; 9 Metcalf, 199; 7 Gray, 277; 
8 Allen, 330; also 7 Cushing, 601. 


2 This applied, of course, to individuals and firms. Machinery owned by cor- 
porations was exempt under the decision of 1813. 


*Ch. 143 of 1828. “Ch. 158 of 1832. 
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there was certain to be partial taxation, hecause no effec- 
tive method was devised for insuring the assessment of 
all the shares. Various laws enacted between 1843 and 
1859* sought to compel corporations to report to the 
assessors of every town the names and residences of 
stockholders, with the amount of their respective hold- 
ings; but such statutes were ineffectual, and shares of 
incorporated companies largely escaped taxation.” 
Massachusetts corporations not engaged in manufactures 
remained until 1864 subject to double taxation upon their 
real estate, mitigated, however, by evasion of the tax 
upon shares in the hands of stockholders. That they did 
not demand, and secure, such relief as was given to manu- 
facturing vompanies in 1832, was probably due to the fact 
that mitigation so far offset grievance that they were 
content to leave matters undisturbed. Turnpike and 
bridge companies, as public corporations, seem always to 
have enjoyed exemption from taxation upon their prop- 
erty,® altho their shares were taxable to the holders. 
Railroads, upon similar grounds, secured exemption for 
their right of way, not exceeding a strip five rods in 
width, thru a decision of the Supreme Court in 1842.‘ 
Banks owned but little real property in any case, and 
could not have suffered severely from the tax upon their 
realty.’ Other classes of corporations were few and un- 
important,® with the single exception of manufacturing 
companies, so that the adjustment reached in 1832 prob- 
1 These acts are summarized in the General Statutes (1860), ch. 68, secs. 20 and 
21. Ch. 119 of 1863 strengthened these requirements. : ; 


2 See House Document 389 of 1869 and Report of Commissioners on Taxation, 
1875, pp. 122-123. 


34 Metcalf, 567. +4 Metcalf, 564. 


5 The banks complained constantly of the special tax of 1 per cent. upon 
their capital stock, established in 1812; but their complaints went unheeded, be- 
cause it was felt that the tax was a reasonable charge for the privilege of issuing 
circulating notes. 

6 There were, for instance, few, if any, incorporated mercantile companies until 
after 1860. Municipal service corporations were not numerous or important at this 
time. 
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ably met all the real needs of the situation so far as double 
taxation was concerned. 

Up to this point we have been considering the case of 
domestic companies. Concerning foreign corporations the 
statutes were wholly silent. It is probable, indeed, that 
outside the business of fire or life insurance there were 
comparatively few foreign companies operating within 
the State until after the Civil War. Shares in foreign 
corporations would be included, of course, in the personal 
estate which each tax-payer was expected to disclose to 
the assessor. Whether, under the statute of 1832, the 
shareholder in a foreign manufacturing company was en- 
titled to have his assessment reduced by the proportionate 
value of the real estate and machinery locally taxed, in 
Massachusetts or elsewhere, was a question which did not 
reach the Supreme Court until 1866. It was then alleged, 
and not denied, that in Boston, at least, the assessors 
from 1832 to 1864 had uniformly allowed a deduction upon 
this account, and had made no distinction between the 
shareholders in domestic and those in foreign manufact- 
uring companies. But the court held that the statute 
was clearly intended to apply only to companies incor- 
porated in Massachusetts,’ thus establishing the rule that 
shares of foreign corporations must be assessed at their 
full value in the hands of the holder. 

Taxation of property owned by foreign corporations 
was left also to inference. If domestic corporations could 
be taxed upon their real estate,—and in 1813 the Supreme 
Court so decided, —it was certain that foreign would be 
similarly treated whenever they made their appearance. 
Personal property, however, presented a more difficult 
problem. 

The annual tax acts provided that the inhabitants of 
Massachusetts should be taxed upon their personal estates 
at the places where they were domiciled; but foreign cor- 

112 Allen, 316. 
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porations, the subjects of other jurisdictions, were not 
inhabitants of the State, and could not be reached by this 
provision of the statutes. There were, however, certain 
exceptions to the requirement that personal property 
should be assessed to the owner at his domicile. Successive 
changes in the tax acts provided that merchandise, ma- 
chinery, and live stock should be taxed in the town where 
they were found;’ and this practice of taxing certain kinds 
of tangible personalty in situ, irrespective of the owner’s 
residence, might bring the merchandise and machinery 
of foreign corporations into the net of the local assessors. 

No case appears to have reached the courts until 1859, 
when a manufacturing company incorporated in Rhode 
Island contested a tax levied upon its stock employed in 
the town of Mendon. It could not be denied that the 
existing law? made goods and merchandise taxable in the 
town where they were employed; but the corporation 
maintained that it was entitled to the exemption accorded 
Massachusetts companies in respect of their personal 
property. With no evidence of hesitation the Supreme 
Court ruled * that the general exemption enjoyed by do- 
mestic corporations under its earlier decisions, and the 
special provision made for manufacturing companies by 
the statute of 1832, did not extend to concerns incor- 
porated in other States. Accordingly, foreign corpora- 
tions were declared subject to taxation upon their stock 
in trade, including stock employed in manufacturing 
within the State of Massachusetts; and this has continued 
to be the settled rule. 

1Ch. 43 of 1780 provided for taxing in situ stock in trade employed in towns 
other than those in which the owners resided. The tax act of 1814 expressly added 
“‘stock employed in manufactories.” From 1821 to 1828 machinery in textile fac- 
tories was pt from taxation, but thereafter was taxable where located. Chs. 
143 of 1828 and 158 of 1832. In]1830 live stock was made taxable in the town 
where it was kept. Ch. 151 of 1830, sec. 2. These laws are summarized in the 


Revised Statutes (1836), ch. 7, sec. 10. On the taxation of stock in trade see, 
further, chs. 139 of 1839 and 114 of 1859. 


? Particularly ch. 139 of 1839, sec. 1. 313 Gray, 488. 


| 
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In 1864 all domestic corporations having a capital 
stock were made subject to an annual franchise tax ' 
which was but a further development of the method ap- 
plied to manufacturing companies in 1832. Real estate 
and machinery were left to local taxation under the gen- 
eral property tax; and the “corporate excess,”’ or the value 
of the capital stock over and above the property locally 
taxable, was taxed to the corporations themselves by a 
State tax commissioner, the shares being exempted from 


affect, of course, the status of foreign corporations, which 
remained subject to taxation by the local assessors to 
the same extent as before. 

By the gradual process thus outlined, the law governing 
the taxation of corporations under the general property 
tax was brought into its present form. Domestic com- 
panies are taxed locally upon their real estate and ma- 
chinery, but their shares are exempt from taxation. For- 
eign corporations are chargeable for their real estate, 
machinery, and merchandise;? while, in addition, their 
shares are taxable to the holder if he be an inhabitant of 
the State. For all practical purposes they are left where 
they were placed by the decisions of the Supreme Court 
in 1859 and 1866. 


Il. 


SpecraL TAXES ON CORPORATIONS. 


The first corporation tax in Massachusetts was a duty 
of 1 per cent. upon the capital stock of banks, which 
was established in 1812. Twenty years later a retaliatory 


1 Chs. 208 of 1864 and 283 of 1865. 
? This seems to have been first incorporated in express statutory provision in 
1903, and then only for ordinary busi corporati Ch. 437 of 1903, sec. 71. 


*Ch. 32 of 1812. 


{ assessment in the hands of stockholders. This did not 
= 
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tax was levied upon the agents of foreign insurance com- 
panies chartered in States that taxed the agents of Massa- 
chusetts companies.’ The former soon yielded a handsome 
revenue, and was the mainstay of the State’s finances until 
the Civil War; the latter never produced as much as 
$6,000, altho various attempts were made to strengthen 
its requirements. From time to time proposals were 
made to tax railroads and even manufacturing companies, 
but nothing further was accomplished until 1862. 

In that year the present taxes upon savings-banks and 
fire or marine insurance companies were established ? in 
order to provide additional revenue sorely needed to 
meet charges arising from the war. Then in 1864 the 
general corporation, or franchise, tax came into existence, 
just as the old bank tax became inoperative as a result 
of the conversion of State banks into national. The loss 
of the latter tax was severely felt, since expenditures had 
risen to unprecedented figures; but legal difficulties at- 
tending any attempt to reach federal corporations‘ delayed 
the solution of the problem. 

In 1864 Congress expressly authorized the State to 
tax the shares and the real estate of national banks, and 
Massachusetts promptly enacted a law making the shares 
taxable to resident holders at their domiciles.’ Four 

1Ch. 140 of 1832. Amended and strengthened by chs. 331 of 1851 and 453 
of 1854, sec. 34. 


2 Ch. 224 of 1862. 3 Chs. 208 of 1864 and 283 of 1865. 


4In 1819 the Supreme Court of the United States had decided that a State 
could not tax the Second Bank of the United States, which had been incorporated 
by Congress in 1816. McCulloch v. Maryland, 4 Wheaton, 316. Subsequent cases 
but strengthened the rule that a State cannot tax an agency of the national govern- 
ment. The first national-bank act, passed in 1863, said nothing about State tax- 
ation of national banks (12 Statutes at Large, 665); and without express author- 
ization from the national government such taxation would have been impossible 
(161 U. S. 276 and 173 U.S. 664). In 1864 and 1868 Congress passed amend- 
ments to the bank act which permitted the States, under certain restrictions, to 
tax national bank shares as well as real estate owned by these associations. 13 
Statutes at Large, 99, and 15 Statutes at Large, 34. The general requirement was that 
the shares and the real estate should not be taxed more heavily than other property 
of the same nature. Various technical points needed to be cleared up by decisions 
of the highest court before the situation became perfectly clear. 


5 Ch. 242 of 1865. 


> 
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years later another federal statute made it possible to 
reach bank shares held by non-residents, and the State 
immediately levied a tax upon foreign-held shares. The 
new laws failed, however, to provide adequate machinery 
for enforcing the assessment and collection of the taxes 
upon resident and non-resident shareholders, with the 
result that wide-spread evasion prevailed.’ In 1873, there- 
fore, the entire system was changed, and the present bank 
was established.* 

In its important features the Massachusetts system of 
corporation taxes was completed in 1880, when life in- 
surance companies were subjected to special taxation like 
that imposed upon fire and marine companies in 1862. 
Insurance taxes, the bank tax, the tax on savings-banks, 
and the general corporation tax are the four important 
branches of the existing system, altho various minor 
taxes have been established from time to time, some of 
which are still in operation. The law, as it stands, may 
be found in chapter fourteen of the Revised Laws of 
Massachusetts,‘ the court decisions there cited, and sundry 
amendatory acts passed since 1902.5 In a detailed analy- 
of its provisions we shall find it convenient to begin 
with the so-called general corporation tax. 

The General Corporation Tax. This is usually described, 
in the language of the statutes, as a tax upon all moneyed 
corporations, except banks,’ organized -under the laws of 
Massachusetts, and having a capital stock divided into 
shares. Savings-banks and mutual insurance companies 


1Ch. 349 of 1868. 2 Report of Commissioners on Taxation, 1875, p. 130. 


Ch. 315 of 1873. A similar statute had been enacted in 1871 and repealed 
in 1872. Che. 390 of 1871 and 321 of 1872. 


* Boston, 1902. 


§ Ch. 437 of 1903, secs. 71-87. This is the so-called Business Corporation Act. 
Also chs. 169 and 261 of 1905; and ch. 463 of 1906, Part Il., secs. 211-216, Part 
{II., sees. 125-137. This act of 1906 is the new act ilroads and street 


railways. It makes no material changes in the method of taxing these corporations. 
* For which a special method of taxation is prescribed. 


ais 
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are exempt, of course, since they have no capital stock; ‘ 
but, with the exception of banks,’ all other domestic 
business corporations, private or quasi-public, are within 
the provisions of the law. 

It is not commonly known that certain foreign corpora- 
tions also are subject to this tax. The original statute, 
enacted in 1864, was applicable to “every corporation 
and every banking association organized under the laws 
of, or located in this commonwealth’; but the amendatory 
act of the next year changed this clause to “‘every corpora- 
tion chartered by this commonwealth, or organized under 
the general laws.” Yet one section of the law of 1865 
provided specifically that foreign telegraph companies 
operating in Massachusetts should be taxed in the same 
manner as domestic companies, and this requirement has 
continued to the present day.’ In 1885 foreign telephone 
companies owning lines within the State were brought 
within the net,‘ and in 1898 foreign corporations operating 
street railways were similarly treated.’ It remained only 
to reach foreign railroads, as was done in 1902,° to bring 
most’ important classes of public service corporations, 
except gas and electric lighting companies, within the 
scope of the general corporation tax, irrespective of the 
State in which they are organized. If occasion ever 

1The guaranty capital of mutual fire insurance companies is taxable. Ch. 
375 of 1872, sec. 12. Some years before the courts had held that the guaranty cap- 


ital of mutual insurance companies was not taxable under the law as it stood. 98 
Mass. 25. 

2 The exception is nominal, as there are no State banks in Massachusetts. 
‘The bank tax of the State rests wholly upon national banks. 

3 Ch. 280 of 1865, sec. 7, and ch. 14 of Revised Laws, sec. 48. 

4Ch. 238 of 1885. 5 Ch. 417 of 1898. 

6 Apparently, this was first done by the Revised Laws of 1902 (ch. 14, sec. 37). 
This merely required foreign railroads, as well as domestic, to make the annual 
returns upon which the tax is assessed. The revised railroad act of 1906 makes 
the matter entirely clear. C.. 463 of 1906, Part II., secs. 211,212. As yet there 
is but one foreign railroad corporation in Massachusetts. 


7 Foreign express companies, sleeping-car companies, and the like are the 
principal exceptions to this statement. 


\ 
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arises, there can be no doubt that the tax will be extended 
to foreign corporations engaged in the gas or electric 
lighting industries. As to purely private companies, how- 
ever, such as manufacturing or mercantile corporations, 
the law is applicable only to concerns incorporated in 
Massachusetts. 

The general structure of the corporation tax is tolerably 
familiar to students of finance.’ The intention of the law 
is to reach the entire property of a corporation, and yet 
avoid double taxation. Real estate* and machinery are 
taxable, in situ, under the general property tax; and the 
remainder of the property is reached by the tax upon the 
corporation. This remainder, or the so-called corporate 
excess, is determined by ascertaining the value of the 
outstanding shares and deducting therefrom the value of 
the property locally taxable.* The assessment is made 
by a State official, the tax commissioner, and the corporate 
excess is taxed at a rate which approximates the 
average levy upon property thruout the Commonwealth.‘ 
The tax is paid into the State treasury by the companies 
themselves, and the proceeds are divided between the 
State and the several towns. Shares of the companies, 
finally, are expressly exempted from taxation in the hands 
of the holders. 

This is about as far as it is profitable to-day to carry 
a general description, because the changes effected in 
1898 and 1903 have virtually divided into three classes 


2 Under a decision of the Supreme Court mortgages on taxable realty, which 
are treated in Massachusetts as an interest in such realty, must be deducted in 
computing the corporate excess. 137 Mass. 80. 

3 Real estate and machinery are always deducted. Other deductions, as will 
be explained later, are allowed to certain classes of corporations. 


4* Returns of all taxable property are published annually (Aggregate of Polls, 
Property, Tares, etc.). The average rate computed by the tax commissioner differs 
from the average ascertainable from these returns, because the commissioner has 
to use the taxes assessed for the current year and the valuation of property reported 
for the previous year. Report of Tax Commissioner, 1905, p. 20. 
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the corporations subject to the tax. In the first class may 
be placed the ordinary commercial or manufacturing cor- 
porations and other companies not engaged in public 
callings; street railways form the second class; and the 
third comprises financial or public-service corporations,— 
such as insurance’ and trust companies, railroads, tele- 
graph or telephone companies, gas and electric lighting 
companies, aqueduct or water companies, and “any other 
corporations which now have or may hereafter have the 
right to take or condemn land or to exercise franchises in 
public ways.” ? 

With corporations of the first class the tax commis- 
sioner, having determined the fair market value of the 
stock, is required to make the following deductions in 
order to compute the corporate excess:* (a) the value 
of real estate and machinery subject to local taxation 
in Massachusetts; (b) the value of any property situated 
in another State or country and taxable there; and 
(c) the value of securities which, if owned by a natural 
person resident in this Commonwealth, would not be 
liable to taxation. The first deduction is allowed to 
corporations in all three classes; the second and third 
are peculiar to companies of the first class, and were 
introduced by the act of 1903. Prior to that time a 
deduction was allowed for real estate and machinery 
subject to taxation in another State, but none was granted 
for merchandise or other tangible property similarly 
situated. By making allowance for property employed 
outside Massachusetts and taxable in situ, double taxa- 
tion of merchandise is now avoided.‘ The deduction 


1 Only stock companies are subject to this tax. 


2These are the corporations expressly excluded from the provisions of the 
Business Corporation Act of 1903. Ch. 437 of 1903, sec. 1. 


3 Ch. 437 of 1903, sec. 72. 


‘Such double taxation of merchandise or other property located in another 
State seems to have been made unlawful by a decision of the United States Supreme 
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allowed for securities that would not be taxable if 
owned by an inhabitant of the Commonwealth, makes 
possible the formation of companies to hold the shares 
of Massachusetts corporations. Until it was granted, 
such securities would have been taxed twice if held by 
any company incorporated in this State; and the forma- 
tion of holding companies was thereby made impos- 
sible. 

Besides allowing new deductions in determining the 
corporate excess, the law of 1903 placed a limit upon the 
tax that can be levied upon corporations of the first 
class. Section seventy-four provides that, after making 
the deductions just described, the tax shall in no case ex- 
ceed “a tax levied at the rate aforesaid ' upon an amount, 
less said deductions, 20 per cent. in excess of the value, 
as found by the tax commissioner, of the real estate, 
machinery and merchandise, and of the securities which 
if owned by a natural person resident in this common- 
wealth would? be liable to taxation.”* This clum- 
sily-worded requirement, which needed to be interpreted 
by the attorney-general and elaborately explained by 
the tax commissioner in a subsequent report,‘ was in- 
tended to limit the taxable value of corporate franchises 
to a certain proportion of the tangible property and 
taxable securities owned by corporations. To ascer- 


Court in 1905 (199 U. 8. 194). In this case the court seems to have decided, in 
sweeping terms, that for a State to tax property located in another Commonwealth 
is equivalent to depriving a person of his property without due process of law, and 
is, therefore, forbidden by the Fourteenth Amendment. This applies to corpora- 
tions as well as to natural persons; in fact, the case in question concerned a cor- 
poration. C/. Yale Review, xv. 251-258. 


1 That is, the average rate levied upon property in the State. 

? By a curious error the act of 1903 inserted the word ‘‘not”’ here. This was 
corrected by ch. 261 of 1904. 

3 The law provides also that the tax paid shall not be less than one-tenth of 
1 per cent. of the market value of the capital stock. 

* See Report of the Tax Commissioner for 1905, p.21 et sey. Various examples 
are there given, showing the operation of the act. 
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tain the maximum valuation, the tax commissioner 
finds the value of the real estate, machinery, merchandise, 
and taxable securities,’ adds 20 per cent. thereto, and 
then deducts the value of real estate and machinery 
taxable in Massachusetts, the value of property located 
outside the State and taxable in situ, and the value of 
non-taxable securities. If a company’s assets, other 
than real estate, machinery, and non-taxable securi- 
ties, consist largely of merchandise and taxable securi- 
ties, the maximum tax upon its corporate excess will 
be high. If, on the other hand, they consist of cash, 
bills receivable, patents, advertising contracts, etc., 
the maximum tax will be insignificant. Of two com- 
panies similarly situated in other respects and having 
capital stock valued at $25,000 each, the tax commis- 
sioner has shown that one, owning $20,000 of merchan- 
dise, will be taxed $431.25; while the other, owning 
no merchandise and no taxable securities, cannot be 
made to pay more than $20.70. The inequality and in- 
justice of such a situation are too evident to require 
further comment. 

The proceeds of the tax upon this class of companies 
are divided between the State and the several towns 
in the manner prescribed for all classes of corporations 
in 1864. The Commonwealth pays to each town the 
amount collected in respect of shares owned by its resi- 
dents, and retains the sums paid in respect of shares 
owned by inhabitants of other States. The total assess- 
ment in 1905 was $1,791,686, and of this the State re 
tained from 20 to 25 per cent.’ 

Corporations of the second class, which comprises 


1It will be seen that cash, bills receivable, patents, etc., are not taken into 
account. 

2 Exact figures are not obtainable. In 1902 we know that $331,434 out of a 
total of $1,686,577 was retained by the State. Report of the Committee on Cor- 
poration Lawe, 1903, p. 43. 
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street railways, are assessed upon the value of their 
capital stock, less the following deductions: (a) so much 
of the value of the capital stock as is proportional to 
the length of any part of the line that may lie outside 
of the Commonwealth; (b) the value of real estate and 
machinery subject to local taxation in Massachusetts. 
The first. deduction avoids double taxation of capital 
employed outside of the State, and follows a method 
which the Supreme Court of the United States has ap- 
proved for the assessment of interstate properties; the 
second is common to all domestic corporations. 

Unlike all other branches of the general corporation 
tax, the tax on the corporate excess of each street rail- 
way is apportioned among the several cities and towns 
in which the company operates, each locality receiving 
a share proportional to the trackage within its limits. 
The State retains nothing except such part of the tax 
as may be paid in respect of tracks located in the Metro- 
politan parks and the Wachusett Mountain Reserva- 
tion. In 1905 street railways paid $979,871, of which 
the State’s share was $327. 

Before passing from this subject, it should be observed 
that the street railway act of 1898* levies an additional 
franchise tax upon all companies that shall in any year 
pay dividends exceeding 8 per cent. of their capital stock. 
This tax is to equal the extra dividends, but is not to 
be assessed until the entire dividends paid from the 
time a company began to operate its road shall have 
aggregated 6 per cent. upon the stock outstanding in 
each year. As yet this law has been mere brutum fulmen, 
and it is impossible to conjecture when any revenue 
will be received under its provisions. Such money, if 
it ever comes to hand, will be distributed in the same 
manner as the ordinary franchise tax. 


1 Ch. 578 of 1898, sec. 3; repeated in ch. 463 of 1906, Part III., sec. 130. 
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For the third class of corporations, like the others, 
the market value of the capital stock is the basis of the 
assessment; but, on account of the heterogeneous char- 
acter of the companies included in this group, the de- 
ductions allowed in determining the corporate excess 
are somewhat varied :— 

(a) Railroads and telegraph companies are entitled 
to a deduction of so much of the market value of their 
capital stock as is proportional to the parts of their lines 
lying in other States,’ as well as a further allowance for 
real estate and machinery locally taxed in Massachusetts. 

(b) Domestic telephone companies receive a deduc- 
tion for the market value of stock owned by them in 
other corporations upon which a tax has already been 
paid in this or in other States; while foreign are granted 
a deduction of so much of the value of their capital stock 
as is proportional to the number of telephones used or 
controlled by them outside the Commonwealth. Both 
domestic and foreign telephone companies receive the 
usual allowance for real estate and machinery subject to 
taxation in Massachusetts. 

(c) Allother corporations, such as trust and insurance 
companies, gas and electric lighting companies, aqueduct 
and water companies, or other public-service companies, 
receive a deduction for their real estate and machinery 
subject to local taxation within or without? the Com- 
monwealth. 


1 For railroads the constitutionality of such a method of valuing their franchises, 
even when the companies are engaged in interstate commerce, was decided in cases 
originating in other States (18 Wallace, 206; 142 U.S. 217; 154 U. S. 421 and 
439). For telegraph companies the question was decided in cases arising under 
the Massachusetts law (125 U. S. 530; 141 U.S. 40). For a later case arising in 
another State see 163 U.S. 1. The Western Union Telegraph Company, a foreign 
corporation, is not assessed upon that part of its stock which represents property, 
such as securities, not directly used in the business. This is under the decision of 
the Supreme Court in Fargo v. Hart (193 U.S. 490); and the same rule would apply, 
apparently, to any foreign corporation engaged in interstate commerce. 


2 Originally devised particularly for manufacturing and commercial com- 
panies which now come under the provisions of the act of 1903. 
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(d) A fourth deduction, which is allowed nominally 
to corporations of any sort, is of practical importance 
chiefly to insurance and trust companies. By a deci- 
sion of the State Supreme Court in 1884 any corpora- 
tion is entitled to have an allowance made for mortgages 
upon taxable real estate within the Commonwealth. 
The law of 1881,? which now governs the taxation of 
mortgages, provides that they shall be assessed as real 
estate in the place where the land lies; and the court 
held that the statute by fair implication brings mort- 
gages upon taxable realty within the scope of the de- 
duction allowed in assessing the franchise tax. Of the 
consequences of this decision something will be said later. 

The tax levied upon corporations of the third class is 
divided between the State treasury and the several towns 
and cities, in the same manner as that levied upon com- 
panies of our first class. In 1905 the aggregate assess- 
ment was $3,083,846, of which the State probably re- 
tained something more than one-fourth. This exceeded 
materially the aggregate assessment upon corporations 
_ of the first and second classes, which amounted to $2,772,- 
640.5 

The Bank Tax. There are no State banks in » Mansashe- 
setts, and the bank tax, though applicable nominally to 
domestic and foreign companies, reaches only national 
banks.‘ Unchanged since 1873, save in one detail,’ the 
tax follows the general plan of the corporation tax, with 
certain exceptions contrived to meet the constitutional 
difficulties in taxing federal corporations. 

1137 Mass. 80. 2 Ch. 304 of 1881, sec. 1. 


2 $1,791,686 for the first class, and $980,954 for the second. These figures 
show the amounts assessed. 


4 Savings-banks are subject to a special tax, and trust companies are included 
under the general corporation tax. 
® The allowance granted to savings-banks for their shares in national banks. 


ference between assessments and collections is usually slight. 
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Bank shares are taxed to their owners in the city or 
town where an institution is situated, and by the local 
assessors. They are assessed at their fair cash value, after 
making a proportional deduction for the value of any real 
estate belonging to the bank. The taxes are payable by 
the banks themselves to the local collectors, so that the 
method of intercepting an income at its source is effec- 
tively applied. Thus far the general result is the same 
as that achieved by the corporation tax, altho the 
machinery used is that of local assessment. 

But, unlike the tax on corporations, the bank tax is 
levied at the local rates imposed on property for State, 
county, and town purposes. This produces equality be- 
tween stockholders in the same bank, but not between 
stockholders in the same community who happen to own 
shares in banks situated in different cities or towns. The 
constitutionality of this arrangement has been assailed, 
as that of any other would be, but the law has been upheld 
by the courts.’ Since the federal statute governing the 
taxation of national banks by the States expressly pro- 
vides? that shares owned by non-residents of any State 
shall be taxed in the place where a bank is located, and not 
elsewhere, there is no prospect that the present practice 
will be changed. 

For collecting the bank tax each town or city is allowed 
1 per cent. for administrative expenses. It is authorized 
further to retain that part of the tax assessed in respect 
of shares owned by its inhabitants.* The balance must 
be remitted to the State treasury, and the tax commis- 
sioner is empowered to supervise the entire process of 
assessment in order that the Commonwealth may receive 
itsdue. From the State treasury such part of the tax as was 

1101 Mass. 575; 125 U. S. 60. 


2 Revised Statutes of the United States, sec. 5219. 


3 Of course, the town where a bank is situated receives the entire tax upon local 
real estate owned by the institution. 
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paid in respect of shares owned by Massachusetts stock- 
holders residing in towns other than that in which a bank 
is located is turned over to the towns in which these stock- 
holders reside. The Commonwealth retains the part paid 
in respect of shares belonging to non-residents. Here, 
again, the final result is like that of the general corporation 
tax: each town receives ultimately the tax paid in respect 
of shares belonging to its residents, and the Commonwealth 
gets the tax paid in respect of shares held by residents of 
other States. 

A final peculiarity of the bank tax is that a portion of 
it is refunded to certain classes of stockholders. Insurance 
companies that are subject to the general corporation tax * 
receive, when they pay that tax, an allowance for the bank 
tax collected upon shares absolutely belonging to them. 
Savings-banks, which are subject to a special tax of one- 
half of 1 per cent. upon their deposits, receive, when they 
pay that tax, an allowance for the bank tax collected upon 
shares belonging to them; but this allowance is not to 
exceed one-half of 1 per cent. upon their investment in 
the shares in question.? Charitable and educational in- 
stitutions, as well as incorporated agricultural societies, 
which are expressly exempted from taxation upon their 
personal property, are entitled to a refund of the entire 
tax collected upon bank shares belonging to them. And, 
lastly, aged, infirm, and poor persons are granted a similar 
exemption. 

The complicated provisions of the bank tax with respect 

1 Under a curious decision of the State Supreme Court mutual life insurance 

2 Prior to 1881 savings-banks received an allowance of the full amount of the 
bank tax; but ch. 305 of 1881 reduced the refund to an amount not exceeding the 
low rate of one-half of 1 per cent. imposed upon deposits in savings-banks. Since 
insurance companies subject to the general corporation tax are thereby taxed at 
the average rate levied on property thruout the State, which is usually sixteen 


or seventeen dollars per thousand, they are allowed to deduct the whole amount 
of the bank tax. 


‘ 
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to collection, distribution, and exemption may be made 
clearer by examining the results of the assessment for 1905. 
There was assessed in that year upon bank shares the sum 
of $1,418,343, of which the towns where the banks were 
located retained $525,016, and remitted to the State treas- 
ury $893,327. The State then distributed $401,131 to 
various towns and cities, this being the tax payable in re- 
spect of shares owned by Massachusetts stockholders not 
domiciled in the places where the banks were located. 
Savings-banks received an allowance of $70,424; insur- 
ance companies, $17,954; and literary, scientific, or char- 
itable societies, $33,512. This left $370,306 in the State 
treasury, representing the tax paid in respect of bank 
shares owned by persons not residing in Massachusetts. 
The allowances to aged, infirm, and poor persons were 
made by the various towns out of the taxes accruing to 
them. Out of a total assessment of $1,418,343, the re- 
funds aggregated $121,890, and the net receipts were 
$1,296,453. Of the net receipts, $926,147 accrued to the 
towns and $370,306 to the Commonwealth. 

The Tax on Savings-banks. Savings-banks and insti- 
tutions for savings are subject to an annual tax of one- 
half of 1 per cent. of the average amount of their deposits, 
but are entitled to several exemptions and deductions. 
Such part of the deposits as is invested in real estate used 
for banking purposes is exempt, as well as any part repre- 
sented by real estate temporarily held as a result of fore- 
closure.' Upon October 31, 1905, the aggregate deposits 
of all the savings-banks were $688,472,000,? while the real 
estate occupied for banking purposes was valued at some- 
thing less* than $8,108,000, and that acquired thru 


1 Such realty is, of course, taxable locally. 
2 Combined figures for all savings-banks and the Massachusetts Hospital Life 
Insurance Company. 


Life Insurance Company. 
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foreclosure was placed at $3,899,000. For these two items 
the abatements would be something less than $60,000. 

Far more important is a third allowance made for de- 
posits invested in loans secured by mortgages of taxable 
real estate. In 1881, when the State adopted its present 
practice of taxing mortgages as an interest in real estate, 
instead of taxing them as personal property in the hands 
of holders,’ the savings-banks, not illogically, secured ex- 
emption for that part of their deposits invested in mort- 
gages upon taxable realty. Upon October 31, 1905, not 
less than $300,211,000 of the $688,472,000 deposited in 
savings-banks was invested in “loans on real estate,” so 
that this exemption apparently decreases the present yield 
of the tax by about $1,501,000. In the year just men- 
tioned the tax upon savings-banks brought in $1,809,684.” 
The entire proceeds accrue to the State, the towns receiving 
nothing. 

Taxes on Insurance Companies. Insurance companies 
having a capital stock and organized under the laws of 
Massachusetts are subject to the general corporation tax, 
as has been explained. In addition, special insurance 
taxes are levied upon all companies, domestic or foreign, 
carrying on business within the State. 

Life insurance companies, both domestic and foreign, 
pay an annual excise tax of one-quarter of 1 per cent. of 
the net value of all policies issued upon the lives of resi- 
dents of Massachusetts. In 1905 the assessments under 
this law amounted to $306,974. Besides this there is a 
retaliatory tax upon all premiums collected in this State 
by foreign companies chartered in States that tax the pre- 
mium receipts of Massachusetts companies. The rate im- 


1 Ch. 304 of 1881. 

2? Savings-banks, as already explained, receive a refund of part of the tax levied 
on bank shares owned by them, the allowance not to exceed a tax levied at the rate 
-of one-half of 1 per cent. This affects, however, the yield of the bank tax, not the 
gield of the tax on savings-banks. 


a 
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posed is to be the highest rate levied upon Massachusetts 
companies by the States in question; the receipts are 
comparatively unimportant.' Like the savings-bank tax, 
the taxes levied upon insurance companies accrue wholly 
to the State. 

Fire, marine, and other insurance companies, except’ 
life insurance companies, are taxed upon the premiums 
received by them. For domestic companies the tax is one 
per cent. of all premiums except those collected in other 
States where they are subject to a similar tax; but stock 
companies, since they are reached by the general corpora- 
tion tax, are expressly exempted.? Foreign companies 
chartered in other States of the Union pay two* per cent. 
of the premiums received on contracts for the insurance of 
property or interests in Massachusetts; but, if organized 
in States that levy higher rates on Massachusetts com- 
panies, they are liable to an additional charge equal to the 
highest rate imposed by those Commonwealths. Finally, 
companies incorporated in foreign countries pay a tax of 
4 per cent. on all premiums collected in Massachusetts, 
unless they keep in some State of the Union a guarantee 
fund of $200,000 for the protection of American policy 
holders. If, however, such a fund is maintained, the tax 
is reduced to 2 per cent., the rate levied upon companies 
organized in American States other than Massachusetts. 
From the tax upon insurance premiums the State realized 
$446,059 in 1905. 

1In 1824 New York levied a tax of 10 per cent. upon premiums collected by 
foreign fire insurance companies upon property insured within the State; and 
Vermont, in 1825, levied a similar tax. Massachusetts responded in 1832 with a 
tax upon foreign companies chartered in States taxing the agents of Massachusetts 
companies. Ch. 140 of 1832. On retaliatory insurance taxes see Seligman, Eesays 


in Tazation, pp. 150-151. 

2 Thie exemption exists only for fire and marine insurance companies. It was 
granted in 1872 (ch. 245 of 1872) when no special tax was levied upon life insurance 
companies. Stock life insurance companies pay both the corporation tax and the 
excise on the net value of policies in force. 

3 This is double the rate levied upon domestic companies, but the latter are 
taxed on all premiums except those collected in other States where they are sim- 
larly taxed. 


. 
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Minor Corporation Taxes. In lieu of the general cor- 
poration tax the legislature has at various times pre- 
scribed other methods of taxing certain kinds of companies 
which seemed to require particular consideration. In 
1864 coal and mining companies’ and in 1879 companies’ 
organized to construct railways in foreign countries were 
made subject to special taxes levied at a considerably 
lighter rate than that imposed upon corporations on the 
general list. The receipts were never large;* and in 1903 
the law was changed,‘ and these companies were placed 
upon the same footing as all others. Meanwhile, in 1902, 
a@ new method was devised for taxing corporate capital 
in the foreign carrying trade.’ In place of the existing 
tax on the income derived from vessels so employed, the 
new law levied a tax of one-third of 1 per cent. upon the 
interest which any domestic corporation may have in a 
vessel engaged in foreign trade; and provided that there- 
after the value of such interest shall be deducted from the 
valuation placed upon the shares of such a corporation. 
In 1905 the amount received from this source was $4,230. 

Another of the minor corporation taxes is the so-called 
foreign corporations’ excise. In 1903, upon the recom- 
mendation of the special Committee on Corporation Laws,° 
an excise tax’ was levied upon foreign business * corpora- 
tions operating within the State. This is assessed at the 
rate of one-hundredth of 1 per cent. upon the par value 
of the authorized capital stock, but a company may de- 
duct the amount of taxes paid upon tangible property 
subject to local assessment in Massachusetts. It is 


1Ch. 208 of 1864, sec. 10. 2 Ch. 274 of 1879, sec. 6. 


3In 1903 the coal and mining companies’ tax brought in $17,048, and the 
railroads’ tax yielded $24,649. The proceeds accrued wholly to the State. 


*Ch. 437 of 1905, sec. 95. 5 Ch. 374 of 1902. 
* Report, p. 62. 7 Ch. 437 of 1903, sec. 75. 
* That is, companies not engaged in transportation, banking, insurance, and 


| 
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further provided that the maximum tax in any year shall 
not exceed $2,000. In 1905 the State received $48,129 
from the excise on foreign corporations. 

Third in our list are certain taxes collected from trust 
companies upon their time deposits and personal property 
held in trust. For all deposits not subject to withdrawal 
upon demand or upon ten days’ notice, a tax must be paid 
at a rate equal to three-fourths of that computed for the 
general corporation tax; upon personal property held in 
trust the full rate isimposed. The proceeds are distributed 
to the towns where the depositors and beneficiaries reside. 
The tax on deposits yielded but $898 in 1905, and that on 
personal property held in trust produced but $8,004. 

And finally there is the local “commutation” tax levied 
upon street railways. Such companies had long been 
subject to certain duties in connection with the mainte- 
nance and care of streets, and in 1898 the special Committee 
on Street Railways recommended’ that a single ‘“com- 
mutation” tax should be substituted therefor. Accord- 
ingly, a law was enacted * by which a graduated tax * was 
levied upon the gross receipts of street railways, of which 
the proceeds must be applied exclusively to the construc- 
tion, maintenance, and repair of public ways, and the 
removal of snow therefrom. With companies operating 
lines in two or more towns, the tax is apportioned upon 
a mileage basis; its assessment and collection are in- 
trusted to the local authorities. The Boston Elevated 
Railway, in lieu of this commutation tax, pays into the 
State treasury ‘ a special tax on its gross receipts, which 
is then distributed, upon a mileage basis, among the sev- 
eral cities where its road is located. The Boston Elevated 


1 Report, pp. 27 and 45. 2 Ch. 578 of 1898, sec. 7. 

* Roads having gross receipts of $4,000 per mile or less pay 1 per cent. Then 
the rate rises until it becomes 3 per cent. for roads having receipts of $28,000 per 
mile. 


“Ch. 500 of 1897, sec. 10. 
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paid in 1905 the sum of $109,202, of which Boston re- 
ceived $67,326. Concerning the commutation tax paid 
by other roads, the only data available are to be found in 
the Reports of the Board of Railroad Commissioners. 
Exclusive of the taxes paid by the Boston Elevated, the 
street railways of Massachusetts paid $845,700 of State 
and local taxes in 1905. Fifty-eight companies, paying 
about $750,000 of this aggregate sum, reported commuta- 
tion taxes of $240,000. Assuming the proportion to re- 
main the same, the other lines, which reported merely an 
aggregate outlay of about $100,000 for all taxes, should 
have paid about $30,000 on account of the commutation 
tax. For all lines, therefore, exclusive of the Boston 
Elevated, the commutation tax must have approximated 
$270,000; with the Boston Elevated’s tax included, the 
aggregate contributions of street railways for the main- 
tenance of public ways amounted to $379,000. 

In addition to all taxes, corporations are subject to 
various fees and inspection charges which in the aggregate 
amount to no inconsiderable sum. In 1905 incorporation 
fees and similar charges amounted to $66,373. Gas and 
electric lighting companies in the same year were assessed 
$32,920 for inspection charges; while railroads paid $32,245, 
and street railways $18,037 for the same purpose. Finally 
insurance companies paid license and inspection charges 
aggregating $86,731. These various payments, therefore, 
reached the respectable total of $236,300. 


Ill. 


From the complicated provisions of the law we now 
turn to the practical working of the system with each 
important kind of corporation. It will be convenient to 
begin with such a general conspectus as is given by the 


| 
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following table, which shows the corporation taxes collected 
in 1905:'— 
(In Thousands of Dollars.) 


Bank, insu-| 4,; 
General ° Miscella- Fees 
ome. corpora- — neous and Total. 
tion tax. bank taxes. taxes. 
Manufacturing 
mercantile, etc. ? 1,686.4 1,686.4 
Street railways . 979.0 -- 379.07 18.0 1,376.0 
Water companies 8.9 8.9 
Gas and electric light- 
ing companies 321.7 a+ _ 32.9 354.6 
i 1,708.8 32.2 1,741.0 
Steamboat companies, 80.3 _ _ _ 80.3 
Telegraph and tele- 
phone companies . 486.5 486.5 
Insurance companies, 65.1 753.0 _— 86.7 904.8 
Trust companies . . 478.2 — 8.98 — 487.1 
Savings-banks .. . 1,809.7 _ 1,809.7 
s in foreign 
ing trade . . 4.2 42 
Foreign corporations? 48.1 48.1 
5,814.95 | 3,981.0 440.2 169.8 10,405.9 
Incorporation fees,* 


1. Manujacturing and Mercantile Corporations. Recent 
years have seen much discussion of the working of the 
general corporation tax with this class of companies. It 


1 Figures in ordinary type show the yield of taxes divided between the State 
and the towns; those in bold-faced type show taxes accruing wholly to the State; 
those italicised show taxes accruing wholly to the towns or cities. 

2 The so-called ‘‘business corporations” subject to the act of 1903. 

31 exclude from the table $12,587 collected from the foreign railroads’ tax 
which is no longer in force. 

4 Paid by all classes of corporations. 


5 The amounts in this column are the amounts collected up to January 1, 1906. 
Some $40,962 was then uncollected. During 1905 some $59,250 was collected on 
taxes of former years. This sum has been excluded also. 

*Of this sum $121,800 was refunded to savings-banks, insurance companies, 
and eleemosynary institutions. 

7 The local commutation taxes and Boston Elevated Railway’s tax. Eight per 
cent. of the amount is estimated. 


* Taxes on time deposits and personal property held in trust. 
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has been maintained,’ and with some reason, that, by 
imposing a tax of sixteen or seventeen dollars per thous- 
sand? upon the corporate excess of manufacturing or 
mercantile concerns, Massachusetts has been driving such 
companies to incorporate in other States. It has been 
pointed out that, under the New Jersey law, the United 
States Steel Corporation pays an annual tax of about 
$58,000; and that, if organized in Massachusetts, the 
company would pay twenty, thirty, or forty times that 
sum,—perhaps more, for nobody can compute the amount 
with precision. As a partial remedy for this condition, 
the Business Corporation Act of 1903 imposed the maxi- 
mum limit, already described, upon the franchise tax of 
any business corporation. 

The situation, however, is not so simple as might appear. 
The general provisions of the corporation laws of Massa- 
chusetts are, and are likely to remain, such that she cannot 
expect to attract the big corporations that now organize 
in New Jersey and the other States that compete for this 
class of business. The most that can be hoped is that 
capital invested chiefly in Massachusetts may find it natural 
and desirable to incorporate in this Commonwealth. Tax- 
ation is, undoubtedly, one factor in the problem; and it 
is important to determine, if we can, how domestic and 
foreign companies fare under the law as it stands. 

So far as real estate and machinery are concerned, it is 
clear that the general property tax contemplates no dis- 
crimination in favor of either class of corporations. Such 
property is to be assessed where it stands, by the local 


1Such complaints, among others, led to the appointment of the Committee 
on Corporation Laws in 1902, and to the revision of the law in 1903. For a review 
of these arguments see Quarterly Journal of Economics, February, 1904; and J. M. 
Hallowell, ‘*The Corporation Franchise Tax,”’ in the Banker and Tradesman, Sep- 
tember 17, 1904. 


2 The lowest rate since 1899 has been $16.18; the highest, $17.25. See Report 
of Taz Commissioner, 1905, p. 9. 
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assessors; and any inequality that may arise from unequal 
enforcement of the law in different localities is no more 
likely to favor one class of companies than the other. 

Upon the rest of their property domestic companies 
pay the tax upon their corporate excess, while foreign 
pay the foreign corporations’ excise and a local tax upon 
whatever merchandise they may have in the State. As- 
suming for the moment that the assessment of merchan- 
dise by local assessors is as effective as the assessment 
of the corporate excess by the tax commissioner, it would 
appear that the average domestic corporation is actu- 
ally taxed more lightly than the average foreign com- 
pany. In 1902 it was ascertained that the 2,045 manu- 
facturing and mercantile companies subject to the general 
corporation tax owned merchandise to the value of $143.- 
604,029, and that their taxable corporate excess, after 
making all deductions allowed by the law, was but $104,- 
238,000. Since the bulk of the merchandise was in man- 
ufacturing towns or commercial centres where the local 
rates of taxation are fully as high as the average rate for 
the State, as computed for the assessment of the corpora- 
tion tax, it is clear that the domestic corporations would 
have paid a larger tax if, like foreign companies, they had 
been subject merely to local taxation upon their merchan- 
dise. The foreign corporations’ excise is so light that it 
is hardly a material factor in the situation; but, so far as 
it goes, it tends to increase the apparent disadvantage of 
foreign companies. 

We have been speaking, it will be observed, of the aver- 
age domestic manufacturing or mercantile company. Con- 
ditions would not be the same for all corporations. Of 
the 2,045 companies on the list in 1902, not less than 901, 
having a capitalization of about 31 per cent. of the total, 
had a corporate excess which considerably exceeded the 


1 Report of Committee on Corporation Laws, 1903, p. 44. 
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value of their merchandise.’ These concerns either had 
a small indebtedness to be deducted from their assets as 
reported to the tax commissioner,’ or else had intangible 
assets, such as patent rights, which increased materially 
the valuation put upon their stock. It was for such com- 
panies that the maximum tax limit was provided by the 
act of 1903. 

But the conclusion that the average domestic company 
is taxed more lightly than the average foreign company 
rests upon the assumption that the local assessors are able 
to assess the merchandise of foreign companies at its full 
value. Taking the State as a whole, it seems* that the 
average assessor performs this part of his duties consci- 
entiously and not unsuccessfully; it appears also that he 
usually assesses stock in trade by estimate rather than on 
the basis of sworn returns by the tax-payer. He is, more- 
over, under not a little local pressure, and encounters oc- 
casional threats of the removal of business to other towns. 
From such influence the tax commissioner is practically 
free, while in assessing the corporate excess he follows in- 
variably the full returns which the companies are obliged 
to furnish. As a result, he probably makes a more com- 
plete assessment than local authorities would ordinarily 
secure,—a conclusion corroborated by the complaints. 
which newly incorporated companies frequently make 
concerning the valuation put upon their stock in trade. 

Our final conclusion, then, must be that, if strictly en- 
forced, the existing law would result in heavier taxation 


1 Of the other companies, 1,034, representing a capitalization equal to 63 per 
cent. of the total, had a large excess of merchandise. With 7 companies the mer- 
ehandise was practically the same as the corporate excess. With 103 the total 
value put upon the capital stock was less than the value of the real estate and ma- 
chinery locally taxed. 


2 With the larger part of the mercantile and manufacturing companies, the 
valuation which the tax commissioner puts upon the capital stock is practically 
the book value of the property. 


3C}. Report of Commission of 1897, p. 55. 
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of foreign corporations, but that in practice the difference 
in favor of the average domestic company is probably 
slight. In exceptional cases domestic companies with a 
large corporate excess undoubtedly paid more than for- 
eign corporations until the maximum tax limit was estab- 
lished in 1903. 

We pass naturally to a second topic,—the comparative 
positions of incorporated and unincorporated manufact- 
uring or mercantile enterprises under present methods of 
taxation. For real estate and machinery, again, there is 
entire equality; but not a few complaints have been made 
concerning the taxation of merchandise. The individual 
or firm is taxed upon the entire stock, without allowance 
for debts; whereas, in assessing companies upon their 
corporate excess, the tax commissioner is obliged to deduct 
outstanding liabilities." In 1906 various cases were 
brought to public notice in Boston, in which concerns that 
formerly paid a large local tax upon stock in trade had 
been, after incorporation, assessed upon an insignificant 
corporate excess.” This seems to have happened, however, 
because the companies in question were entitled to large 
deductions for debts or for property locally taxed. The 
allowance for property locally taxed is not a source of 
complaint; but the right enjoyed by a corporation to off- 
set taxable merchandise by debts is not unnaturally con- 
sidered a discrimination against individuals or firms. As 
a remedy, it has been proposed to change the law and to 
make merchandise locally taxable, like real estate or 
machinery. 

Against such a proposal it is objected immediately that 

1 For most companies of this class no quotations of the value of the capital 


stock are available; and it is necessary, accordingly, to assess them upon the book 
value of their property. 


2QOne concern with a capital of $1,000,000 had allowances or ‘‘credits” for 
$1,092,000, which wiped out the entire franchise tax. The large allowances were 
due chiefly to debts incurred in the purchase of real estate. 
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corporations carrying a large stock of merchandise would 
then be more heavily taxed than at present, since their 
corporate excess is now less than the value of their stock 
in trade;' that they would virtually be deprived of the 
right, enjoyed by other corporations, of offsetting debts 
against the value of their assets other than real estate and 
machinery; and that the Commonwealth would lose rev- 
enue by the practical extinction of the tax on the fran- 
chises of these companies. The first objection is probably? 
well founded, but is not necessarily fatal; similar argu- 
ments can be made against almost any scheme of tax re- 
form. The second consideration also is not without 
foundation, but it is offset by the fact that the existing 
law makes equally grave discriminations between incor- 
porated and unincorporated companies. The third argu- 
ment, when more closely examined, really tells in favor 
of the suggested change. At present the tax upon the 
corporate excess of mercantile companies is distributed 
chiefly * among the towns where resident stockholders live, 
and it goes mainly to a few wealthy communities which 
are not the places where the enterprises are located.‘ 
Boston, for instance, enjoys the privilege of protecting the 
property of many mercantile companies which, possessing 
no real estate and machinery, pay the city little or noth- 
ing; but these corporations pay a considerable franchise 
tax which accrues to the State treasury and to such towns 
as Brookline, Swampscott, Milton, and the like. In 1906 
one company paid a tax of $6,039, of which Boston received 
nothing. Another paid $8,979, of which Boston received 
the munificent sum of $107.71, Brookline received $5,264, 
1 For all manufacturing and mercantile companies the merchandise exceeds 
the corporate excess, and for this sort of corporations it must do so very largely. 
2 In some cases lax assessment by local assessors might bring about a different 


3 The State gets but a fourth or a fifth. 
4 See particularly the Report of the Commission on Taxation, 1897, pp. 66, 67. 


j 
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and the State treasury the remainder. While one of the 
largest paid $25,852, of which $15,510 accrued to Boston 
and $10,342 to Brookline. A system that imposes upon 
one town the burden of protecting property and distributes 
taxes among a number of tax-dodgers’ paradises stands 
self-condemned. 

In favor of the proposal is the weighty consideration that 
the present arrangement is in flat contradiction to the 
practice of the State under the general property tax and 
to the theory of the corporation tax itself. By the general 
property tax real estate, machinery, merchandise, and live 
stock are taxed where they are located, on the theory 
that the town which spends money for their protection 
and benefit should receive the contributions their owners 
make toward public expenses. And the general corpora- 
tion tax, upon the same theory, and no other, provides 
that the real estate and machinery of incorporated com- 
panies shall be taxed in situ. The omission of merchan- 
dise is clearly contradictory to the general theory of the 
corporation tax; and, although it may appear to have 
been intentional, it was probably due to an historical acci- 
dent. The general corporation tax was established in 
1864, when there were few, if any, mercantile corporations 
in the State;' and it was constructed in harmony with 
the practice adopted for manufacturing corporations in 
1832, as we have already seen. This practice, in the con- 
ditions prevailing in 1832, or even in 1864, probably caused 
no material injustice in the distribution of the taxes levied 
on corporate enterprise; but at the present day it results 
in shocking inequalities. In the manner indicated, or in 
some other,? Boston seems fairly entitled to speedy relief. 


1It must be remembered also that the growth of favored residential towns 
had not by 1864 proceeded so far as to produce such inequalities as exist to-day. 


2 Conceivably the tax on the franchises of mercantile companies might be as- 
sessed as at present, and the proceeds turned over to the towns where the enter- 
prises are located. 


q 
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Since 1871, the earliest date for which the figures are 
obtainable,’ the taxes collected from manufacturing and 
mercantile companies have steadily increased, as a result 
of the spread of the corporate form of organization. There 
has been, however, no radical change in the proportion 
which the contributions of such companies bear to the 
total revenues from the corporation tax. The figures are 
as follows :— 


(In Thousands oj Dollars.) 
Total Taz on 

Franchise Business Per- 
Year. Taz. Corporations. centage. 
3,651.9 1,140.4 31 
ig. 5,814.9 1,686.4 29 


The annual reports of the tax commissioner do not dis- 
close how much this class of corporations pays each year 
in local taxes upon real estate and machinery. In 1902, 
however, the figures were ascertained for the Committee 
on Corporation Laws. In that year the tax on the cor- 
porate excess of these companies amounted to $1,686,577, 
while the local taxes on real estate and machinery aggre- 
gated $3,006,794. The corporation tax, therefore, repre- 
sented 36 per cent. of the total public charges resting upon 
such companies,—a trifle less than the proportion which 
the tax commissioner’s figures indicate for all classes of 
corporations. 

2. Street Railways. The chief problem connected with 
the franchise tax on this class of companies has been the 
proper method of distributing the proceeds. Since street 
Trailways own comparatively little real estate, and their 
tracks, poles, wires, and cars are not taxable locally as 
machinery, it comes about that their taxable corporate 
excess is very large relatively to that of most other classes 


2 Data may be found in the auditor's reports. 


} 
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of corporations. The result was that, under the original 
method of distribution, a very large franchise tax went 
into the State treasury or to the towns where the stock- 
holders resided, and a comparatively small local tax upon 
property fell directly to the communities where the com- 
panies operated. Since the traffic of these corporations 
was chiefly of a local character, the distribution of the 
franchise tax to other towns or to the State was consid- 
ered a serious grievance.’ The difficulty was not different 
in kind from that of which Boston now complains in con- 
nection with the taxation of mercantile corporations, but 
more towns and cities were affected, and the necessary 
votes could be had to change the law, which was done in 
1898. Since that year the entire franchise tax on street 
railways, save an insignificant amount paid in respect of 
tracks located on State reservations, has been distributed, 
upon a mileage basis, among the towns and cities in which 
the tracks are situated. 

The rapid growth of the franchise tax on street railways 
since 1871 reflects the history of the industry. For sig- 
nificant years the yield was as follows:— 


(In Thousands of Dollars.) 


In 1905 all the street railways in Massachusetts paid 
taxes amounting to $1,893,000, of which $980,900 repre- 
sented the franchise tax, and $379,000 the local commu- 
tation taxes. This meant that but $533,000, or only 28 
per cent. of the total, could have been local taxes on real 
estate and machinery. ” 

1 It was investigated in 1891 and 1893. See Report of Boston Rapid Transit 


Commission and Senate Document 9 of 1894, pp. 28-29; also Report of the Special 
Committee on Street Railways, 1898, pp. 35, 262-266. 


2 Of this $533,000, some $18,000 may have represented inspection fees and 
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3. Water and Aqueduct Companies. Private water com- 
panies are neither numerous nor important in Massachu- 
setts, as may be inferred from the following statistics of the 


franchise taxes they have paid :— 

(In Thousands of Dollars.) 


In examining these figures, it should be borne in mind 
that many of these companies have considerable real 
estate subject to local taxation, by which their taxable 
corporate excess is proportionately reduced. For many 
years prior to 1902 water mains and other parts of the 
distributing apparatus were not taxable locally as ma- 
chinery,’ but in that year a law was enacted by which 
all underground conduits and pipes, laid in public streets 
by corporations, were made taxable in situ, and the tax 
commissioner was required to deduct the value of such 
property before assessing the franchise tax.? This act 
materially reduced the corporate excess of some companies. 
In 1906 the Supreme Court of the State rendered an in- 
teresting decision* which will increase considerably the 
franchise tax and decrease the local taxes paid by water 
companies unless new legislation can be had the present 
winter. On the principle followed in the decision of 1842 
concerning railroads,‘ the court held that a water company 
cannot be taxed upon any real estate acquired by exer- 
cise of the right of eminent domain, or even upon realty 
which, if obtained by purchase, might have been acquired 
by right of eminent domain. Since the revenues of a 
number of towns are affected by this ruling, it is not im- 


‘In 1868 Court decided that, since water companies are not 
corporations, their distributing apparatus was not taxable as ma- 


chinery. 100 Mass. 183. 
2 Ch. 342 of 1902. 3 Milford Water Company v. Town of Hopkinton. 
4 4 Metcalf, 564. 
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probable that the statute will be changed so as to make 
all the real property of local public-service corporations 
taxable to the companies in situ. 

4. Gas and Electric Lighting Companies. Corporations of 
this class are held to be engaged in a branch of manufact- 
ure, and, as a result, a large part of their tangible property 
is subject to local taxation as machinery.' In 1905 
the gas and electric lighting companies paid taxes ag- 
gregating $1,105,200, of which sum but $321,700 was 
the franchise tax, the balance, amounting to $783,500, or 
71 per cent. of the total, representing chiefly’? the local 
taxes on real estate and machinery. Since 1871 the fran- 
chise tax collected from these corporations has increased 
rapidly, mainly as a result of the development of the 
electrical industry. The figures are as follows:— 


(In Thousands of Dollars.) 
1871. 1880. 1893. 1905. 


Gascompanies......... 19.7 40.8 43.9 44.8 
Electric light companies... . . 38.8 250.3 
Gas andelectric companies . . . 26.6 

19.7 40.8 82.7 321.7 


5. Railroads. Under any method of taxing corporations 
railroads are certain to furnish a large share of the revenue, 
and in Massachusetts they contribute nearly 30 per cent. 
of the proceeds of the general franchise tax. For signifi- 
cant years the figures are as follows:— 


(In Thousands of Dollars.) 


1871. 1880. 1893. 1905. 
Total franchise tax. ..... . 1,461 3,651 5,814 
Sums paid byrailroads .... . 748 659 1,496 1,709 
51 41 41 29.5 


1 Even the distributing apparatus is taxable as machinery. 12 Allen, 75 (de- 
cided in 1866). 


2 Some $32,900 may have represented inspection fees and charges. 
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The taxes paid by railroads, it will be observed, have 
materially increased during the last thirty-five years, 
altho the industrial depression following the panic of 1873 
reduced the assessments for a time, as is shown by the 
figures for 1880. But it is equally clear that the assess- 
ments upon railroads have formed a constantly decreasing 
proportion of the total levy under the general corporation 
tax. This fact is explained adequately by the rise of the 
electrical industry, which has given us two new kinds of 
public service corporations,—the electric lighting com- 
pany and the electric railway,—which in 1905 paid fran- 
chise taxes amounting to $1,229,000. 

In a densely populated State like Massachusetts‘ one 
would naturally expect that a high valuation would be 
placed upon the franchises of railway companies. The 
common stock of some of the more prosperous roads is 
quoted at such figures as $150, $178, and $254 per share; 
and these prices can be readily ascertained from market 
reports, so that a full assessment can be had without 
possibility of evasion. But there is another reason for 
the high assessment upon railroad franchises; namely, the 
fact that, under a decision of the Supreme Court of Massa- 
chusetts in 1842, the right of way, not exceeding a strip 
five yards wide, is exempt from local taxation.? Since 
much of the real estate, therefore, cannot be reached by 
the local assessors, and since the companies do not own 
a large amount of machinery, it follows that the taxable 
corporate excess must be very large, as we found it to be 
in the case of street railways. In recent years the con- 
struction of expensive terminals, to which the established 
exemption can apply only in part, seems to have increased 

1 Massachusetts has 7.07 miles of road to every 10,000 inhabitants, while the 
United States as a whole has 26.34 miles of road for every 10,000 inhabitants. Only 


Rhode Island and the District of Columbia furnish equally favorable conditions, 
in this regard, for profitable traffic. ; 


2 4 Metealf, 564. 
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the proportion of railway property subject to local assess- 
ment. In 1906, however, the corporate excess of all the 
railways in Massachusetts was $95,000,000, while the real 
estate and machinery locally taxable were valued at but 
$93,300,000. Remembering that the tax upon the cor- 
porate excess is levied at a rate representing approxi- 
mately the average rate falling upon property thruout 
the State, we may safely estimate that the general fran- 
chise tax represents a trifle more than half of all the taxes 
paid by the railroads of Massachusetts. That this sum is 
diverted from the towns where the property lies is not 
considered a grievance since the traffic of railroads, unlike 
that of street railways, is not of a distinctly local character; 
but that the present method of distribution is the fairest 
attainable is more than a doubtful proposition. This is 
a subject which will receive further consideration in 
another place. ? 

6. Steamboat Companies. Few facts are available con- 
cerning this class of corporations. The bulk of the rev- 
enue comes from a single company, the Old Colony, which 
in 1905 contributed $45,367 out of the total of $80,293. 
Since 1871 the aggregate collections have been as follows: 


(In Thousands of Dollars.) 
80.3 


7. Telegraph and Telephone Companies. Like street rail- 
ways, telegraph and telephone companies have little prop- 
erty that is locally taxable, and therefore have a relatively 
large corporate excess. Practically all the revenue comes 
from telephone companies, and prior to the development 


1In 1904 the statistics reported to the Interstate Commerce Commission showed 
that Massachusetts railroads paid $1,385,000 of taxes upon property, and a fran- 
chise tax of $1,589,000. Statistics of Railways, 1904, p. 101. 


2See below, pp. 241-243. 


7 t 

if 

| 

4 

| 

} 

» 

| 
‘ 


220 QUARTERLY JOURNAL OF ECONOMICS 


of this branch of the business the receipts were small. 
The statistics of the revenue from franchise taxes upon 
corporations of this class are as follows:— 


(In Thousands of Dollars.) 


The comparatively small increase of the tax from 1893 
to 1905 is due to the fact that the American Bell Tele- 
phone Company surrendered its Massachusetts charter in 
1900. Prior to 1896 that company had paid an annual 
tax of approximately $100,000, but in that year the assess- 
ment was advanced, and properly enough, to $154,700. 
Subsequent increases carried it up to $506,000 by 1899, 
whereupon the company withdrew from the State. At 
the present time three companies furnish substantially all 
the revenue. In 1905 the New England Telephone and 
Telegraph Company paid $310,861, the American Tele- 
phone and Telegraph of Massachusetts contributed 
$160,465, and the Western Union Telegraph Company 
paid $11,366; while fifteen small companies were taxed 
$3,800. 

8. Insurance Companies. The franchise tax is paid 
only by those insurance companies which have a capital 
stock. Since Massachusetts companies have been organ- 
ized increasingly upon the mutual plan, the franchise 
taxes collected from this class of corporations have steadily 
declined, as may be seen from the following statistics of 
the yield in significant years :— 


(In Thousands of Dollars.) 


At the present time but one stock life insurance company 
is organized under the laws of Massachusetts, and this 


| 
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paid a franchise tax of $1,802 in 1905. Six fire or marine 
insurance companies contributed to the revenue in that 
year, one of which paid the substantial sum of $39,847. 
Of the special insurance taxes, life companies in 1905 
paid $306,974 upon the net valuation of their policies, and 
of this sum by far the larger part was contributed by 
companies chartered in other States. Fire and marine 
insurance companies paid $446,059 upon their premium 
receipts, and here again foreign companies were heavy 
contributors. In significant years since 1860 the yield 
of the special insurance taxes has been as follows:— 


(In Thousands of Dollars.) 


By a singular discrimination a stock life insurance com- 
pany is required to pay both the franchise tax and the 
tax upon the net value of its policies, while a fire or marine 
insurance company that is subject to the franchise tax is 
exempted from the tax upon its premium receipts. This 
double taxation of life companies having a capital stock 
could never have been intended, and is probably the result 
of an historical accident. When fire and marine insurance 
companies that paid a general corporation tax were ex- 
empted, in 1872, from the payment of the special tax 
upon their premiums, no special tax on life insurance com- 
panies was in existence. When the tax on the net value 
of policies was levied upon life insurance companies in 
1880, an exemption ought to have been made for stock 
companies, or else the latter should have been exempted 
from paying the franchise tax. As often happens in 
American legislation, the matter was lost sight of, and a 
glaring discrimination was created which has never been 
removed. Entirely apart from the merits of the mutual 
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plan of organization, it is not strange that there is but 
one Massachusetts life company that has a capital stock. 

This is, however, but one of the points at which the 
present insurance taxes need careful revision. The tax- 
ation of stock fire or marine insurance companies by a 
different method from that applied to mutual companies 
is of doubtful expediency, and has given rise to no little 
criticism. And then the barbarous retaliatory taxes, 
altho provoked by the legislation of other States, are 
unworthy of a civilized community, and should be speedily 
repealed. While the business of insurance cannot, under 
present conditions, expect exemption from taxation, it 
certainly should not be burdened with vexatious or dis- 

9. Trust Companies. The growth of trust companies in 
Massachusetts is reflected in the statistics of the yield of 
the franchise tax upon these corporations. For the usual 


years the figures are :— 


(In Thousands of Dollars.) 


Since they own little property that is locally taxable,’ 
trust companies usually have a large corporate excess; 
but a method exists by which some companies have man- 
aged to reduce considerably their franchise tax, and in 
some cases have entirely wiped it out. This was made 
possible by the decision of the State Supreme Court in 
1884, by which it was decided that a mortgage upon real 
estate taxable in Massachusetts is an interest in such 

1In 1887 the insurance commissioner computed that the corporation tax on 


stock companies obliged them to pay about twice what foreign companies would 
have to pay. Report for 1887, pp. xiv-xv. See also governor’s message, January, 
1890. 


2 Exclusive of their trust departments, the trust companies of Massachusetts 
in 1905, with a capital and surplus of $36,367,000, owned but $3,856,000 of real 
estate, save a small amount taken by foreclosure. 
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estate, for which a deduction must be granted in deter- 
mining the corporate excess upon which the franchise tax 
is assessed.’ In 1906 the capital stock of one company 
was valued at $187,000, and the allowance made for mort- 
gages was $433,000. In another case the stock was valued 
at $200,000, and the allowance for real estate and mort- 
gages reached the figure of $208,000. These are extreme 
instances, but, unless the law is amended, there seems to 
be no reason why financial’ institutions like trust com- 
panies cannot wipe out the entire assessment upon their 
franchises by investing a sufficient proportion of their 
resources in mortgages upon taxable realty in Massachu- 
setts. 

If such a movement becomes general, it is probable that 
the law will be changed. It is logical that savings-bank 
deposits invested in mortgages which are taxable locally 
as realty * should not be subject to a second tax, and it may 
be that deposits in the trust departments of trust com- 
panies should receive similar consideration; but to permit 
a mortgage bought with depositors’ money to reduce the 
assessment upon the capital stock of the corporation is 
highly illogical and absurd. Such a practice, altho re- 
quired under the present interpretation of the law, could 
never have been contemplated by the legislature, and 
should be speedily brought to an end. So far as it pre- 
vails, it makes a farce of franchise taxation. 

Besides the franchise tax, companies are required to 


1137 Mass. 80. 

2 Corporations engaged in other branches of business would find such a course 
inconvenient. In 1905 the trust companies of Massachusetts, with $224,313,000 
of assets in their banking departments, reported loans on real estate to the amount 
of $6,149,000. This sum, however, was over one-third of their capital and one- 
sixth of the combined capital and surplus. 


3I do not forget that in practice, by agreement between mortgagor and mort- 
gagee, the borrower universally pays the tax on the mortgaged property. But 
this results from economic laws beyond the control of the legislature. To invali- 
date such contracts, as is done in California, merely increases the interest the bor- 
rower must pay. 
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pay taxes upon their time deposits and upon personal 
property held in trust. In theory, these are not taxes 
upon the companies, but upon depositors and beneficiaries 
of the trusts; and they have their counterparts, respec- 
tively, in the tax upon savings-bank deposits and the 
property tax on estates held in trust by individual execu- 
tors or trustees. The revenue from these sources is in- 
significant, amounting to only $8,900 in 1903, and since 
1893 it has tended steadily to decrease.* 

The small receipts are due very largely to the fact that 
the taxes have checked the development of the business 
of the trust companies in these directions. The tax on 
time deposits is more than twice as heavy as that levied 
on deposits in savings-banks,’? and the tax on personal 
property held in trust is in practice—though not in theory * 
—far heavier than most trustees actually pay. In fact, 
most personal property held in trust in Massachusetts is 
held by individual trustees‘ who reside in towns where 
the local assessors are not given to asking inconvenient 
questions. 

It is probable, too, that the returns made to the tax 
commissioner by the trust companies are not always cor- 
rect.’ In 1905 the returns made by trust companies to 
the State banking department showed time deposits of 


These taxes were established in In 
significant years the collections have been 


(In thousands of dollars.) 


2 In 1905 the average tax computed for the general corporation tax was $17.25. 
The tax on trust deposits, which is three-fourths of the average for the State, was 
$12.94; while savings-banks pay but one-half of 1 per cent. 


3 It is levied at the average rate for the State, computed for the general cor- 
tax. 


4In 1905 Massachusetts trust companies held but $26,419,000 in their trust 
ts. The liabilities of their banking departments in that year were $224,- 
300,000. 
5 With the present force at his disposal the tax commissioner cannot do much 
except to compute a tax upon such returns as are presented to him. 
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$6,079,000, while only four companies paid any tax upon 
deposits, and their payments aggregated only $898. The 
discrepancy is not easy to explain, but it is possible that 
a part of the time deposits reported to the bank commis- 
sioner are subject to withdrawal upon ten days’ notice,' 
which would exempt them from the tax. Only two com- 
panies paid a tax in 1905 upon personal property held in 
trust, and they contributed but $8,004. In that year all 
the companies reported $26,419,000 of property held in 
trust; but a part of this represented realty, and of the 
personalty no small portion was invested in securities which 
are expressly exempted by law.’ It is not possible, how- 
ever, to determine how far this explains the insignificant 
yield of the tax on personal property held in trust, and 
the subject seems to need further investigation. 

10. Savings-banks. For many years after the estab- 
lishment of the tax upon savings-bank deposits the pre- 
cise rate that should be imposed was a matter of lively 
controversy. The original rate of one-half of 1 per cent.’ 
was soon advanced to three-fourths of 1 per cent.‘ and in 
1871 Governor Claflin urged that a further increase should 
be made. It was clear that a tax of three-fourths of 1 per 
cent. was about half of that imposed upon property gen- 
erally throughout the State; but it was true, also, that 
savings deposits were taxed at their full amount without 
possibility of escape, while intangible personalty largely 
escaped the assessors, and realty was sometimes under- 
valued.® It was felt, too, that the depositors in savings- 

1T have learned that in the case of one company, which reported time deposits 
to the amount of $2,000,000, the deposits are virtually subject to withdrawal upon 


short notice. 


2 Personal property which would be exempt if held by any citizen of Massachu- 
setts is not to be taxed to trust companies. Mortgages on taxable realty, shares 
in national banks or Massachusetts corporations, etc., are thus exempt. 


3 Ch. 224 of 1862. *Ch. 164 of 1863. Cf. 267 of 1865 and 315 of 1868. 


5 The arguments pro and con may be found in the governor’s message for 1871 
and in Report of the Commissioners on Tazation, 1875, pp. 61-71 and 425-430; also 
House Document 184 of 1863. 
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banks were entitled to special consideration. Since 1881, 
when the rate was reduced to one-half of 1 per cent., the 
tax has occasioned little further discussion. 

The growth of the revenue from savings-banks is shown 
by the following table:— 


(In Thousands of Dollars.) 


The steady increase up to 1880 reflects the growth of 
deposits. The great decrease in 1885 shows the results 
of reducing the rate to one-half of 1 per cent. and exempt- 
ing the proportion of the deposits invested in mortgages. 
In the subsequent increase of receipts the growth of de- 
posits is again reflected. 

11. National Banks. Since 1873 the bank tax has re- 
mained unchanged except for a modification of the law 
governing the refund of taxes paid on shares belonging 
to savings-banks.' Since the banks own little real estate,’ 
the corporate excess is relatively large, and the tax has 
proved very productive, as is shown by the following 
statistics :— 


(In Thousands of Dollars.) 
Amount 
Year. ment on chiefly to Net assess- te 
bank shares.| savings- + ment. towns. State. 

banks. 
1873. 1,544.9 360.5 1,184.4 977.2 207.2 
1880 . 1,652.5 454.8 1,197.7 1,003.8 193.9 
1885 . 1,564.9 201.4 1,363.5 946.2 417.3 
1890 . 1,693.6 213.2 1,480.4 991.4 489.0 
1900 . 1,475.9 162.8 1,313.1 907.2 405.9 
1905 . 1,418.3 121.9 1,296.4 926.1 370.3 


1 Ch. 305 of 1881, sec. 2. See above, p. 200. 

2 On August 25, 1905, the capital, surplus, and undivided profits of the national 

locate’ Massachusetts was $107,800,000. At that date they owned bank- 
ing houses =» at $7,281,000 and other realty valued at $323,000. 
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The most interesting facts disclosed by this table are 
the decrease in the sums refunded to savings-banks after 
the enactment of the law of 1881, and the falling off in 
the total assessments upon bank shares after 1890. The 
former has already been considered, the latter needs atten- 
tion here. The decline of the assessments upon bank 
shares is due to the fact that for some years trust com- 
panies have been growing at the expense of national 
banks, as may be seen from the following table, showing 
the capital, surplus, and undivided profits of national 
banks and trust companies situated in Massachusetts :— 


(In Millions of Dollars.) 
1871. 1890. 1905. 
1.0 12.4 37.1 


It would appear that up to 1890 the multiplication of 
trust companies did not prevent an increase of the capital 
invested in national banks, but that since that date it has, 
doubtless in conjunction with other causes, brought about 
an actual decrease of the capital thus invested. How 
long this process is likely to continue it is impossible to 
conjecture. 

12. Vessels in the Foreign Carrying Trade. For many 
years prior to 1902 capital invested in ships registered in 
foreign trade had been favored by a provision by which 
it had been taxed upon its net earnings rather than its 
fair cash value. In that year, however, the practice was 
changed, and the present arrangement was devised by 
which domestic corporations’ are taxed at the low rate 
of one-third of 1 per cent. upon the value of any interest 
they may have in ships registered in the foreign trade. 
The receipts are insignificant. 

, 18. Foreign Corporations’ Excise. This is hardly more 

1 Arrangement is made for » similar tax on interests held by individuals or 
partnerships. 
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than a license charge for permission to transact business 
in Massachusetts. It seems probable that some com- 
panies have thus far escaped the tax, because the tax 
commissioner is not provided with enough assistance to 
make sure that all are reached. Foreign express com- 
panies have thus far refused to pay the tax, upon the 
ground that they are engaged in interstate commerce; 
and in this contention they have been upheld by a former 
attorney-general of Massachusetts. The rate of taxation 
is low,—absurdly so in some cases,—and the present law 
can be approved only as a first step toward the adequate 
taxation of some classes of foreign corporations which now 
evade almost wholly their share of public burdens. 


IV. 


In a final estimate of the corporation taxes of Massa- 
chusetts the financial results first claim attention. The 
development of the revenue from these sources may be 
shown by the following table of the taxes assessed * upon 
corporations from 1860 to 1905:— 


(In Thousands oj Dollars.) 


Taxes on| Minor 
General ax gn | Taxon on [Mine 
Year. various |" street | fees and Total. 
. | com- |corpora- 
tax. panies. | tions. . |"ilways 
1860 646.07) — 4.1 0.9 651.0 
1865 | 1,421.3] 284.97) 364. 201.2 76.8 10.0 2,358.8 
1872 1,522.1] 158.33) 1,415.8 103.3¢ 79 66.1 3,273.5 
1880 | 1,626.6 |1,652.55| 1,616.5 321.3 15.3 _ 71.7 5,303.9 
1890 | 3,158.1 [1,693.6 | 1,064.7 <7 6 _ 116.9 6,429.6 
1903 | 5,750.4 /1,498.4 | 1,660.3 695.9 67.7 360.4 136.6 | 10,169.7 
1905 | 5,856.5 |1,418.3 | 1,809.7 | 753.1 73.4 380.9 234.7 | 10,526.6 


1In a few cases it has been necessary to take statistics of the taxes collected. 
The difference is usually slight. 

2 The old tax on State banks. 

3 The tax on foreign-held shares. 

4 Payments delayed by Boston fire. 

5 Present bank tax. The figures are of total assessments before refunding the 
amounts required by law. 
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These figures indicate a reasonably satisfactory increase; 
but they cannot be fully understood until they are com- 
pared with others giving the total taxes, State and local, 
levied in Massachusetts, and with still others showing the 
total tax revenue of the State government. In the fol- 
lowing table the total taxes ' levied in Massachusetts are 
shown for significant dates :— 


(In Thousands oj Dollars.) 


Corpora-| Liquor | Inheri- A 
Year. tion license | tance Total. 


1861 . 7,145.2 455.3 664.1 _ _ 19.5 8,284.1 
1874 . 27,803.5 877.7 | 4,870.7 —_ _ 117.8 | 33,669.7 
1879 . 20,247.0 765.8 | 4,069.1 556.8 _ 75.3 | 25,714.0 
1890 . 30,294.9 | 1,208.8 | 6,312.7 | 1,775.9 _ 139.2 | 39,731.5 
1905 . 55,771.8 | 1,704.9 | 10,526.6 | 3,405.6 | 694.2 253.3 | 72,356.4 


After 1861, it will be observed, the aggregate burden of 
taxation increased very rapidly until 1874, after which 
several years of retrenchment—chiefly in local expendi- 
ture—reduced the total levy to the low figures reached in 
1879. Then ensued a gradual increase of the burden up 
to 1890, and a very rapid increase after that date. It is 
clear that since 1861 the sources of State and local revenue 
have been considerably diversified, but it is apparent also 
that the property tax supplies nearly four-fifths of the 
total, and that the proportion is about as large as it was 
in 1874. It is not possible to ascertain what part of the 
taxes on property represents the sums paid by corpora- 
tions in respect of real estate and machinery subject to 
local taxation; but it is clear from the table that the so- 
called corporation taxes supply at present not more than 
one-seventh of the total revenue from taxation, and that 


1 Local dog taxes and minor license charges are not included, since statistics 
are unobtainable. 


| | | 
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LA 


230 QUARTERLY JOURNAL OF ECONOMICS 


this proportion has not increased materially since 1874.* 
If now the taxes on corporations be compared with the 
aggregate tax upon property, it will be seen that in 1874 
the former were 17.5 per cent. of the latter, and that in 
1905 they were 18.9 per cent. While, therefore, they 
contribute a substantial sum toward meeting public 
charges, the corporation taxes of Massachusetts have not 
greatly diminished the importance of the general property 
tax. 

In the budget of the Commonwealth the result is de- 
cidedly different. At selected dates since 1860 the tax 
revenue of the State has been as follows:— 


(In Thousands of Dollars.) 


State Liquor | Inheri- | yiscella- 

1860 1 650.1 _- _- 14.5 913.7 
1865 4,689.3 1,025.1 _ _- 29.5 5,743.9 
1880 1,495.0 | 2,500.4 | 156.0 882 | 4,239.6 
1890 1,749.2 | 2,860.4 | 426.3 — 139.2 | 5,184.1 
1900 1,500.0 | 3,478.1 | 805.2 400.8 195.1 | 6,379.2 
1905 4,000.0 4,337.4 840.5 694.2 253.3 10,125.4 


In ante-bellum days the old tax on State banks had 
been the chief reliance of the Commonwealth, as may be 
seen from the statistics for 1860.* Then the extraordinary 
charges occasioned by the Civil War made it necessary to 
increase the State tax to unprecedented figures, as reflected 
in the revenues for 1865. Thereafter this tax was greatly 
reduced, as the result of retrenchment in expenditures 
and the growth of revenue from corporations. From 1880 


1In fact there has been little change since 1865, when the corporation taxes 
yielded $2,358,800 out of a total of $19,178,600, or about one-eighth. 

2 Including corporation fees and charges. 

3 From 1855 to 1857 the State tax had been large, but it was thereafter reduced 
to the proportions shown in 1860. 
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to 1900 the auxiliary revenues increased rapidly, and the 
State tax fell to less than $2,000,000,—an insignificant 
sum when compared with the wealth, population, and total 
taxes of the Commonwealth.’ In 1903 and 1904 the growth 
of new expenditures made it necessary to raise the State 
levy to $2,500,000, and in 1905 the tax advanced to 
$4,000,000. This had the effect of checking the increase of 
public charges, and in 1906 the State tax was reduced 
to $3,500,000. This is not a large sum, comparatively 
speaking; but it is more than the State has been accus- 
tomed to ask, and we may reasonably expect to see the 
amount further reduced. Unless this expectation is dis- 
appointed, the revenue of the Commonwealth will continue 
to come chiefly from corporation, license, and inheritance 
taxes, of which the taxes on corporations are about three 
times as important as the others. 

Having learned the financial significance of the corpora- 
tion taxes as a whole, we now turn to the classes of com- 
panies from which they are drawn. The essential facts 
have already been presented in detail, but it is desirable 
now to assemble them in somewhat different grouping, 
in order that they may be seen in their broader relations. 
Omitting the miscellaneous fees and inspection charges 
which were included in the earlier statistics, and neglecting 
altogether the different kinds of taxes by which the money 
was raised, the aggregate assessments’? upon the various 
classes of corporations for significant years since 1871 
have stood as follows:— 


1The State tax of $1,500,000 levied in 1900 represented a per capita charge 
of but fifty-three cents. About one-half of it fell upon polls, and the remainder 
was much less than 2 per cent. of the total levy upon property in the Commonwealth. 


2 For some taxes the statistics show the amounts collected, not those assessed. 
The differences are unimportant in the years selected. 


$ 


232 QUARTERLY JOURNAL OF ECONOMICS 


(In Thousands of Dollars.) 


Years. 1871. 1880. 1893. 1905. 
ater companies . 44 3.0 12.0 8.9 
t lighting 47.2 68.5 333.0 1,358.0 
and electric 
cree ve 19.7 40.8 82.7 321.7 
a 71.3 112.3 427.7 1,688.6 
747.9 656.1 1,496.2 1,708.8 
2.4 20.4 68.6 80.3 
companies ...,.. 5.0 34.4 258.3 486.5 
755.3 713.9 1,823.1 2,275.6 
wings-banks ..... 1,179.1 1,616.4 1,197.5 1 7 
companies ? 292.7 362.7 446.1 ste 
ational banks. ... . 1,277.4 (652.5 1,689.2 1,418.3 
companies? . 4.0 39.2 218.6 487.1 
2,753.2 3,670.8 3,551.4 4,533.2 
454.5 597.1 1,140.4 1,686.4 
Miscellanec.us ‘ corporations,| 9.6 13.4 611 "62.3 
464.1 610.5 1,201.5 1,738.7 
Grandtotal ..... 4,043.9 5,107.5 5 7,003.7 10,236.1° 


It will be observed that in 1871 and 1880 the bulk of 
the revenue came from banks and railroads, and that in 
1893 and 1905 municipal service companies, particularly 
street railways, became important contributors. Manu- 
facturing and mercantile corporations have paid large 
sums, and their share of the total assessments has steadily 


1 Includes the local commutation tax. 
? Includes franchise tax on stock companies and the special insurance taxes. 
3 Includes franchise tax and tax on deposits or personal property held in trust. 
‘Coal and mining companies up to 1905; foreign railroads in 1893; foreign 


mortgage 
in 1905. 


companies in 1893; ships in foreign trade and foreign corporations’ excise 


5 This is less than the amount stated on page 228 by the amount of taxes un- 
collected on December 31, and by the fees and inspection charges. 
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increased, principally on account of the growth of mercan- 
tile companies, which were very uncommon in 1871. But 
public-service and financial corporations now supply four- 
fifths of the revenue, and there is no doubt that they will 
continue to do so. 

As a whole, the corporation taxes of Massachusetts have 
proved reasonably satisfactory; and, when contrasted with 
the tax on personal property, they appear a conspicuous 
success.' Yet, as we have seen, there are not a few points 
at which the law clearly requires amendment, and there 
are certain other matters that deserve careful considera- 
tion. 

In the first place, it needs to be emphasized that, in 
taxing the capital stock of corporations, two different 
methods of assessment are actually employed. Com- 
panies of which the shares are bought and sold in the open 
market are assessed upon the basis of the market quota- 
tions; but others, of necessity, are assessed at the book 
value of their properties. In the first case the basis of 
the assessment is the capitalized earning power; while in 
the second it is the capital invested in a business, without 
reference to its earnings. With the first class of companies 
there is no possibility of evasion. With the second and 
larger class the tax commissioner must rely primarily 


11t will be worth while to reproduce here the conclusions of the Commission 
of 1897 (Report, pp. 68, 69): ‘The taxation of shares in domestic corporations and 
in banks is in striking contrast with that of bonds, foreign stocks, and other secu- 
rities taxable to the holder. Here there is no demand for a statement from the in- 
dividual tax-payer, no doomage by local assessors, no guesswork, no possibility of 
evading or diminishing taxes by change of domicile, no question of double taxa- 
tion. The real estate and machinery are assessed locally; doubtless not with per- 
fect equality and justice, but probably as carefully as would be possible under any 
system. The corporate excess is taxed at a uniform rate by the State. The taxes 
are regular and certain. They are heavy, and they yield a large revenue. The 
rate of taxes on corporate excess for the last fifteen years has been from year to 
year not far from $15 per $1,000, or about 1} per cent. onthe capital. The assess- 
ment in 1896 was $3,829,528.02. Yet little complaint is heard regarding these 
taxes,—a signal proof that the tax-payers accommodate themselves, if not with 
ease, at least without serious complaint, to burdens which are steady, regular, pre- 
dictable, and for which in consequence they are able to make calculations and to 
adjust their affairs.” 
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upon the statements of contributors, and a loophole is 
thereby opened of which advantage is probably taken in 
some instances. He uniformly requires a company to 
furnish him with its balance sheet, and, except in cases 
of deliberate falsification of books, can prevent such under- 
assessment as characterizes the taxation of personal prop- 
erty by the local assessors. If supplied with a sufficient 
force of inspectors or examiners, he could, doubtless, do 
better than at present; but, under the most favorable 
conditions, he would be assessing capital employed in a 
business, and not the capitalized earnings. A company 
earning large dividends would be more lightly taxed if 
assessed upon the book value of its property than if as- 
sessed upon the quoted market value of its stock; while 
another, the earning power of which had been temporarily 
impaired, would be taxed more heavily by the first method 
than by the second. It is evident that more or less in- 
equality must result from the employment of different 
methods of assessment; and, if it be true that public- 
service or financial corporations are more frequently 
assessed upon the basis of market quotations than are 
ordinary manufacturing or mercantile companies, it is 
probable that, if successful, the former are to this extent 
taxed more severely than the latter, and that, if compara- 
tively unsuccessful, they receive more considerate treat- 
ment. 

A second fact of no little importance is the omission of 
bonds from the assessment of corporate franchises. While 
legally a corporation bond is a debt owed by the company, 
it is equally unassailable that from any other point of view 
the bond of the average corporation represents a perma- 
nent investment in the business. In 1904 the railroads of 
the United States had outstanding $6,339,899,000 of com- 
mon or preferred stock, and bonds or other funded obliga- 
tions to the amount of $6,873,225,000. To attempt, there- 
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fore, to value railroad franchises by ascertaining merely 
the market value of the stock, would be a thoroughly 
farcical performance; yet that is what Massachusetts has 
been doing for forty years under the provisions of the gen- 
eral corporation tax. 

It is not overlooked that all this time the bonds of 
Massachusetts corporations have been taxable nominally 
in the hands of the holders, if residents of this Common- 
wealth. Practically such securities elude the assessors, 
and the actual result has been that corporate capital 
represented by bonded debt has, for the most part, escaped 
taxation. This has meant not only a serious loss of 
revenue, but also grave inequalities between different 
classes of companies, and even companies in the same 
class. Public service corporations, which usually have 
considerable bonded debt, are favored as compared with 
banks, trust companies, and ordinary manufacturing or 
commercial corporations; while one public service company 
with a large debt is more lightly taxed than another that 
has raised its capital wholly or chiefly by issuing stock.' 

Street railway companies operating in Massachusetts 
in 1905 had capital stock amounting. to $70,326,000 and 
funded debt to the amount of $55,780,000, while gas com- 
panies had $27,783,000 of stock and but $1,314,000 of 
bonds. In the first case less than 60 per cent. of the capi- 
talization could be included in assessing the corporate 
franchise for taxation,? while in the second 95 per cent. 
must have been included. Electric lighting companies in 
the same year reported $18,333,000 of capital stock, and 


1 This fact was noticed by the commissioners of 1875 (Report, pp. 127, 128). 


2 Street railways in 1905 paid franchise taxes amounting to $979,000. If their 
bonds were worth, on the average, 90 per cent. of par, they would have paid $942,- 
000 more, computing that 98 per cent. of their mileage was in the State. If the 
bonds were worth but 80 per cent. of par, the tax would have been $838,000 larger 
than it actually was. Upon their reported assets of $151,742,000 the street rail- 
ways paid $1,893,000 of taxes, or at the rate of $12.50 on the thousand. The aver- 
age tax on property in the State was $16.84. 
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$3,107,000 of bonds, so that they occupied an intermediate 
position. Between individual companies of the same class 
similar discrepancies exist. Thus in 1905 the Cambridge 
Gas Company had capital stock amounting to $700,000, 
and had no bonds outstanding; while the Chicopee Gas 
Company reported $62,500 of stock and $60,000 of bonds.’ 
A tax that admits of such inequalities is certainly open to 
severe criticism. 

In Pennsylvania the general corporation tax extends 
to bonds as well as stocks, but in New York it is assessed 
upon stock, according to dividends paid. Connecticut 
taxes railroad property as a unit, the tax being fixed at 
1 per cent. of the market value of such a proportion of 
the stock, bonds, and floating debt as corresponds to the 
mileage operated in that State; and other precedents can be 
found for including bonds in the assessment of corpo- 
rate franchises. The rate levied upon bonds, however, is 
not always the same as that imposed upon stock. Penn- 
sylvania, for instance, proceeds upon the theory that in 
the average company the bondholder, having a secured in- 
come, will be content with a lower rate of return than the 
stockholder ordinarily receives; and, therefore, exacts five 
mills upon every dollar of the actual value of the capital 
stock and but four mills upon each dollar of the nominal 
value of the bonds. Such a discrimination works injustice 
in the case of companies paying small dividends upon 
their stock, but in a majority of cases it probably gives 
a more just result than would be had under a uniform 


rate. 
From the considerations thus far adduced it would 


1 Among railroads the cases of the Boston & Albany and the Boston & Maine 
may be cited. The former has $25,000,000 of stock and $8,485,000 of bonds, while 
the latter has $27,787,400 of stock and $19,873,000 of bonds (exclusive of guaran- 
teed bonds of leased lines, etc.). Since the Boston & Albany stock is assessed at 
$254 per share, and the Boston and Maine at $178 for the common and $175 for 
the preferred, the inequality of assessment arising from omitting the bonds is ma- 
terially increased. 
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seem that Massachusetts should straightway amend her 
law, and include bonded debt in the assessment of cor- 
porate franchises. It would seem also that the new tax 
should be paid by the corporation, and then, as in Penn- 
sylvania, should be deducted from the interest paid to 
bondholders. Even if levied at but three-fourths or four- 
fifths of the present rate of our franchise tax, this would 
impose a heavy burden upon bondholders, which in the 
case of a 4 per cent. bond might amount to 30 per cent. 
of the income. But our present tax on property is attended 
with many similar hardships, since upon property that 
can be reached and fully assessed it imposes rates of 
taxation which suggest confiscation. From corporations 
having no bonded debt the franchise tax exacts some $16 
or $17 per thousand of the whole investment, even tho 
the dividends do not exceed $40 or $50 per thousand. 
Upon companies paying no dividends the franchise tax, if 
assessed upon the book value of the assets rather than 
market quotations of the stock, may fall still more un- 
mercifully; and there seems to be no reason why holders 
of bonds should enjoy special consideration. It may be 
argued, of course, that the present system is wholly 
wrong, and should be radically changed,—the writer is 
heartily of that opinion; but pending such reform no 
discrimination should be made between different classes of 
corporation securities,—provided, of course, that it. is 
possible to reach all alike. 

But just at this point a constitutional difficulty is en- 
countered. In the very case of Pennsylvania’s tax upon 
corporation bonds the Supreme Court of the United 
States decided that a State has no right to require a com- 
pany to withhold a tax from the interest payable upon 
bonds held in another Commonwealth. Adhering to the 
legal distinction between stocks and bonds, the court held 
that bonds held by non-residents were beyond the juris- 
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diction of Pennsylvania, and could not be taxed lawfully 
by that State.’ Altho a later decision seems to recog- 
nize a difference between bonds and mortgages held by 
non-residents,” it is probable that an attempt to reach the 
interest paid upon foreign-held bonds would amount to 
little more than enacting a lawsuit of very doubtful out- 
come. Under such -circumstances should an effort be 
made to reach bonds held by residents of Massachusetts? 

Pennsylvania has continued to collect her tax from 
bonds belonging to residents, but the results, as might 
have been foreseen, have not been satisfactory. The ten- 
dency has been to drive such securities out of the State 
into jurisdictions where they could escape assessment, 
gross inequalities have arisen in the taxation of corporate 
enterprises,’ and the revenue obtained has not been large 
enough to justify the experiment.‘ In Massachusetts, 
where the rate imposed would be from three to four times 
as heavy as that levied in Pennsylvania, the outcome 
would be still more unsatisfactory. 

The only other plan would be to tax the corporation 
itself upon its entire capitalization, as is done by Con- 
necticut in taxing railroads. But, if this were done at 
anything like the rate of our present franchise tax,’ it 
would mean a wholesale wiping out or reduction of divi- 
dends, and would result in great inequalities between 
stockholders in different classes of corporations. Here, as 


115 Wallace, 300. See also Judson, Treatise on Taxation, 71,72; Beale, For- 
eign Corporations, 765; Seligman, Essays in Taxation, 229 et seg. 


2169 U. 8. 421. 


3 See McCrea, in Quarterly Journal of Economics, November 1906. In the case 
of one railroad located wholly in Pennsylvania all but $6,000 of the $3,400,000 of 
bonds were held by non-residents in 1892; in another case, of the $1,800,000 of 
bonds, all were owned in the State. The inequality of such a tax is manifest. 

« During the last fifteen years, while the yield of the tax on capital stock has 
risen by more than 110 per cent., the yield of the tax on corporation bonds has 
advanced only one-third as rapidly. 


* The rate in Connecticut is but 1 per cent. 
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so often happens in American taxation, we are unable to 
correct one injustice without causing others of possibly 
equal magnitude; and we are driven to the conclusion that 
the system which permits such conditions to exist is in 
need of thorough overhauling. It would appear also 
that the Massachusetts method of taxing corporate fran- 
chises is not one to be commended to other common- 
wealths, or at least not without important modifications. 

Pending more radical and extensive changes, the only 
practical suggestion seems to be that in assessing fran- 
chises a smaller deduction should be made for property 
locally taxable when that property has been acquired in 
part by issuing bonds. We now assess but a part of 
the capitalization of a company that has a bonded debt, 
and we make a deduction for all of the property subject 
to local taxation. It would be more just to deduct only 
such a proportion of the property locally taxable as cor- 
responds to the proportion which the market value of the 
capital stock bears to the market value of the bonds. 
This would give the stockholders in a company having a 
large bonded debt no advantage over those in a company 
financed wholly by issuing common or preferred stock, 
and it would not impose on stockholders in a corporation 
of the first class a burden which ought in justice to fall on 
bondholders.’ 

A third problem in the assessment of corporate fran- 
chises is connected with the local taxation of real estate 
and machinery. It is clear that there is usually, in this 
matter, a direct conflict between the interests of the town 
or city where the business is located and those of the rest 
of the State. The higher the valuation that the assessors 
can set upon the plant, the larger the local tax will be, and 

1In theory there would be, under this plan, double taxation of that part of 
the real estate and machinery locally taxable which was represented by bonds. 


In practice the bonds would usually escape taxation, and corporate properties, as 
a whole, would still be undervalued. 


q 
4 


240 QUARTERLY JOURNAL OF ECONOMICS 


the smaller will be the tax levied upon the corporate excess. 
If all of the stockholders happen to live in the town where 
the plant is situated, this conflict of interests will indeed 
be removed; but, if any of them live in other towns or 
live outside the State, it cannot but arise. To meet the 
danger of overvaluation of real estate and machinery, the 
law provides that the tax commissioner may require a 
corporation to appeal from the local assessments, and that 
the commissioner may intervene when the appeal is heard 
by the authorities constituted for that purpose. This 
remedy has not been used for the last fifteen years, and it 
seems to be of doubtful efficacy. To exercise an effective 
check over the local assessments, the tax commissioner 
would need a force of assistants far larger than he has ever 
had at his disposal. 

Early in the seventies grave abuses arose at this point. 
Between 1872 and 1875 the total valuation of corporate 
franchises remained practically stationary, or tended to 
decline, on account of the shrinkage of values caused by 
the panic of 1873; but the local assessments upon real 
estate and machinery were advanced not less than 26 
per cent. This tendency was noticed by the Commis- 
sioners on Taxation in 1875;' and during the next five 
years, while the valuation of franchises increased by some 
$12,000,000, the assessed value of real estate and ma- 
chinery was reduced by nearly $10,000,000.2 At the 
present time there is reason to suspect that a similar 
process may be going on, altho the situation has not yet 
become serious. In one or two cities the valuations placed 


1 Report, p. 127. 
2 The figures are as follows:— 
(In Millions of Dollars.) 
Total and Corporat 
Year. Valuation. Machinery. Excess 


. 
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upon corporate property have seemed to be excessive, 
and in the State at large the valuation of real estate and 
machinery is increasing faster than that of corporate 
franchises. Between 1900 and 1905, when general busi- 
ness prosperity should have increased relatively the valu- 
ation of corporation shares, the assessed value of real 
estate and machinery advanced more rapidly than that 
of the capital stock; so that in the latter year it constituted 
58 per cent. of the total valuation of corporate properties 
as against 54 per cent. in the former.’ . 

Two or three other questions remain to be considered. 
One of these is the proper distribution of the proceeds of 
the corporation taxes. The present arrangements were 
contrived piecemeal, and with slight regard for the work- 
ing of the system as a whole. There is no apparent reason 
why the savings-bank tax should accrue wholly to the 
State, and the taxes on national banks or trust companies 
should be divided between the Commonwealth and the 
towns; and it is hard to see why, if the tax on street rail- 
ways should be turned over wholly to the towns, the tax 
on railroads, the traffic of which is not of a local character, 
should not be retained wholly by the Commonwealth. 
Nothing like a consistent principle can be found in the 
present provisions of the law upon the subject. 

More serious than the lack of a guiding principle are the 
vicious results attending the present methods of distrib- 
uting the bank tax and the general corporation tax with 
the exception of that part contributed by street railways. 
These were clearly exposed by the Tax Commission of 
1897, but, with the single exception just mentioned, noth- 


1 The figures are as follows:— 


(In Millions of Dollars.) 
Total Value of Real Estate and 
Year. Valuation. Machinery. 
784.2 458.9 


— 
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ing has been done to correct them. Eighteen favored 
towns which have managed to attract a large number of 
wealthy residents receive five times as large a per capita 
share of these taxes as goes to the average town or city 
in the State, and nine times as much as 303 less fortunate 
towns which have no large number of wealthy residents. 
So far as can be learned, this evil is growing, since the 
favored towns with low tax rates naturally attract wealthy 
persons who are casting about for desirable places of resi- 
dence, and in some cases it seems that fairly obvious 
inducements are offered to tax-dodgers. Perhaps the 
most patent injustice arises from distributing to the towns 
where stockholders reside the taxes paid by corporations 
upon that part of their corporate excess consisting of mer- 
chandise otherwise taxable in situ; but the entire system 
tends to build up a few wealthy towns at the expense of 
the rest of the Commonwealth, and needs immediate 
revision. 

To illustrate the fact that this evil is progressive, the 
following table has been constructed, showing the amounts 
received by Boston and Brookline in the distribution of 

the corporation tax at various dates since 1864:— 


Year. 

1,106.1 468.8" 28.2 


This table ends with 1897, since the following year the 
distribution of the street railway tax was changed,” 
greatly to Boston’s advantage. But, with other corpora- 
tions on the general list, Brookline’s share has continued 
to increase, as shown by the following table :— 


1 The figures for 1864 include all towns in the present limits of Boston. 
2 In 1905 Boston received $433,500 out of $280,200 distributed. 


(In Thousands of Dollars.) 

Amount Received by __ Received by 
i 
} 
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(In Thousands of Dollars.) 
Amount Received by Received by 
Year. Distributed. Boston. Brookline. 


This topic cannot be further considered in the present 
article,’ and we pass to another subject,—the treatment 
accorded foreign corporations. It has been shown, that 
the present franchise tax applies to foreign corporations 
engaged in various public callings; that national banks 
and foreign insurance companies are already large con- 
tributors; and that foreign mercantile or manufacturing 
companies, if they own much real estate, machinery, and 
merchandise, may be taxed as heavily under the present 
laws as they would be if they were domestic corporations. 
While it may prove desirable ultimately to treat all for- 
eign corporations substantially as domestic are treated, 
that is distinctly a question of the future, and is too large 
a subject to be considered in the present article. It 
should be pointed out, however, that the existing laws 
do not deal adequately with two classes of foreign com- 
panies engaged in public callings; namely, car and express 
companies. 

Corporations of this class are now subject to the foreign 
corporations’ excise, and the Pullman Company in 1905 
paid a tax of $2,000,—the maximum sum fixed by the stat- 
ute. Nothing has been received from express companies, 
however, since payment was refused upon the ground that 
this business is interstate commerce, and therefore is be- 
yond the taxing power of the State. Inasmuch as the 

! The Commission of 1897 proposed that the State should retain the entire tax 
on the corporate excess, and apply it to the payment of county expenses, which it 
was proposed that the State should assume. Report, 116. Other proposals may 
be found in an article by F. A. Wood, in Municipal Affairs, vi. 126-127. It would 
seem expedient to solve the problem for manufacturing and mercantile companies 
by allowing towns to tax merchandise in situ or by distributing the tax on the 


corporate excess to the places where the business is carried on. A general read- 
justment upon some consistent plan is much to be desired. 
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present tax is called an excise, the courts might hold that 
it is a charge for the privilege of coming into the State to 
do business, and might decide that it is unconstitutional ' 
when applied to express companies engaged in interstate 
commerce in the strict sense of the term.? But the con- 
stitutional scruples of the companies could be readily 
overcome, and considerably more revenue could be had 
as well, by establishing a new tax upon the property of 
all corporations or associations * operating sleeping, palace, 
dining, and freight-line cars or engaged in the express 
business. The tax should be upon the property which 
the companies employ in the State, and should be assessed 
upon that part of the market value of their capital which 
corresponds to the amount of business transacted in Massa- 
chusetts.‘ The rate should be the same as that computed 
for the general corporation tax, and deductions should be 
allowed for taxes paid on property locally taxable. This 
plan of valuing the property of the Pullman Company was 
upheld many years ago in a case arising under the cor- 
poration tax of Pennsylvania,*® and with express companies 
it was approved in 1896 in a case arising under the so- 
called Nichols Law of Ohio.’ It would have the further 
advantage of removing these companies from the pro- 
visions of the Business Corporation Act of 1903, which 
was not intended to apply to corporations in public callings. 


1 Following the principle established in Crutcher v. Ketuhe, 141 U. S. 47. 

2 That is, in the technical meaning which limits the word to common carriers 
and others actually affording facilities for transportation and communication. 

3 Many of the larger express companies are not incorporated, and the law should, 
like that now in force in Ohio, include associations as well as corporations. 

‘For Ohio the proportion is determined by the mileage operated in the State. 

Massachusetts is a small State with a dense population, it might be better to 

State. 


5141 U.S. 18. 

*165 U. 8. 194. On the Ohio law see Howe, ‘Taxation of Corporations in 
Ohio,” in Annals of the American Academy of Political Science, September, 1899; 
Report of the Industrial Commission, xi., Part VII., pp. 83-86. 
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Such action as this is much to be desired, since com- 
panies of this class, owning little tangible property in the 
States where they operate, have long escaped adequate 
taxation. They can be made to bear their share of public 
burdens only by valuing their property as a whole and 
distributing the assessment among the States upon some 
just basis of apportionment. In Ohio, for instance, before 
the enactment of the Nichols Law, the three principal 
express companies secured gross receipts of $916,146 in 
that State, and paid taxes upon $93,933 of tangible prop- 
erty found by the local assessors. Under the new plan 
the assessed value of their property was promptly raised 
to $1,520,633, or more than sixteen times the former 
figure." It is certainly an anomaly to group companies 
engaged in public callings with ordinary commercial and 
manufacturing corporations, as Massachusetts now does 
under the law of 1903, and it is to be hoped that the 
matter will be corrected at no distant date. 

A final topic cannot be overlooked in a critical survey 
of the taxation of corporations in Massachusetts. Since 
1864, when the general franchise tax was established, the 
State has taxed the entire capital stock of domestic com- 
panies irrespective of its ownership, and has appropriated 
for the use of its own treasury that part of the tax paid 
in respect of shares owned by non-residents. Since 1868, 
moreover, it has applied a similar principle in the taxation 
of stock of national banks. At the same time it has left 
unchanged the requirement of its property tax by which 
citizens of Massachusetts are held for taxation upon secu- 
rities of foreign corporations. It is clear that, if all the 
States followed a similar course, corporate enterprises 
throughout the United States would be subject to much 
double taxation; and Massachusetts is plainly inconsistent 


1In Ohio the tax on the valuation goes to the local units. The State levied 
for its use an excise on the receipts of the companies from purely intra-siate business. 


246 QUARTERLY JOURNAL OF ECONOMICS 


in taxing foreign-held shares in domestic corporations, 
and then levying upon shares which her citizens may own 
in foreign corporations. This is a case, doubtless, where 
the letter of the law is worse than its enforcement, and 
where legal injustice is mitigated by illegal evasion of the 
law’s plain requirements. But a State that would have its 
just demands respected should not keep upon its statute 
book a law which, however vainly, contemplates injustice. 
This was perceived by the officials who administered 
the general corporation tax in the first year of its existence, 
for they recommended that the legislature should straight- 
way exempt from the property tax stock owned by Massa- 
chusetts citizens in foreign corporations.’ Since that time 
two special commissions have lamely defended double 
taxation,? but the Commission of 1897 again urged that 
the State should be consistent with itself and exempt 
foreign securities.* Since Massachusetts does not try to 
tax the foreign-held bonds of domestic corporations, the 
present argument does not apply to the taxation of bonds 
of foreign corporations, although the general futility of 
the attempt is sufficient reason for abandoning it. But 
with the stock of foreign companies the case does not 
admit of argument, and the State cannot too quickly purge 
its statutes of a law which transgresses the very rules 
prescribed for the taxation of its own corporations. 


J. BULLOCK. 
Harvarp UNIVERSITY. 


1 House Document 126 of 1865, p. 8. 


2 Report of Commissioners of 1875, pp. 107-108; Report of Commission of 1893, 
pp. 26 and 27. 


* Report, pp. 79-85. 
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CAPITAL AND INTEREST ONCE MORE: II. A 
RELAPSE TO THE PRODUCTIVITY THEORY. 


I, 


Proressor CLARK develops an explanation of interest 
which seems to me to turn once more into the paths of 
a genuine theory of productivity; that is, a theory which 
finds the effective and adequate explanation of interest 
in a productive power belonging to capital as such. Pro- 
fessor Seager seems to me to have followed him.’ I say 
“it seems to me so,” for both clearly express themselves 
in this way; yet both give intimations of another mode of 
looking at the subject, to which in due time I shall give 
attention. 

The main elements of the explanation which Professor 
Clark gives of the origin of interest seem to me to be the 
following. 

The generic feature of his theory of distribution is the 
proposition that in a static state of society, in which all 
values, wages and interest attain their normal level, 
each factor or agent of production brings to its owner as 
much income as it has turned out in way of product. 
“Products and shares coincide.” 

The productive agents, according to Clark, are three,— 


1For example, Professor Clark says (p. 135), with the emphasis of italics, 
**the power of capital to create product is the basis of interest,’”’ and he thinks it 
superfluous to justify interest on the ground of ‘‘economic merit” (p. 134). Pro- 
fessor Seager (pp. 276, 277) expressly entitles the theory set forth by himself the 
**productivity theory.” He points out that the characteristic earmark of his 
theory, as opposed to mine, is that the surplus which goes to the capitalist as in- 
terest for repaying all his outlays ‘‘is ascribed without any attempt at analysis to 
the productiveness of capital goods.” But see below, pp. 249, 275. 
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labor, capital (with which Clark classes land also), and 
the function of the entrepreneur, which branches off from 
labor. Corresponding to these three agents are wages, 
interest, and profit. And the general proposition stated 
in the preceding paragraph takes this more concrete form: 
_ “Free competition tends to give to labor what labor 
creates, to capitalists what capital creates, and to entre- 
preneurs what the co-ordinating function creates.” * 
These agents usually co-operate in production towards a 
joint result. But this does not prevent us from marking 
off the contribution which each separately makes. The 
study of distribution resolves itself into an analysis ‘of 
this problem; that is, into a study of “specific production.” 
/“Tt is an analysis of the wealth-creating operation, and 
{ a tracing to each of the three agencies that together bring 
' wealth into existence, of the part which it separately con- 
tributes to the joint result.” * As an instrument for this 
analysis, the theory of imputation serves,—a theory which 
Professor Clark handles on the same principles which the 
Austrian economists have followed on similar subjects’. 
The drift of it is that we must ascertain how much of the 
product would be lost, or how much would be gained, 
according as the factor in question, or one unit of such 
factor, is absent or present. I will not enter on any 
prolonged exposition of this topic, since it is familiar to 
every one conversant with modern. economic theory, 
and since I am in entire accord on it with Professor 
Clark. It leads to the conclusion that the increase 
in product due to the last unit of any factor in produc- 


1 Page 3. 2 Ibid. 
2 Professor Clark uses the expression economic causation (p. 323). Sometimes 


he speaks of the shares which are ‘‘attributable” or ‘‘imputable’”’ to each agent, 
“‘ean be traced”’ or ‘‘are due” to it. 


‘For instance, (p. 178), ‘The effective value of any unit of labor is always what 
the whole society with all its capital produces, minus what it would produce if 
that unit were to be taken away.” 
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tion—the final increment—is the measure of what is to 
be ascribed to each unit. Specific productivity is final 
productivity. 

This general theory of imputation Professor Clark ap- 
plies to capital. It is characteristic that he believes it 
possible, on this principle alone, to solve the problem of 
capital directly and exhaustively, without recourse to any 
notions about abstinence‘ or any other theories, such as 
mine on the influence of the varying length of the produc- 
tive period. The single premise that capital is productive, 
and is limited in amount, suffices to give a direct and com- 
plete explanation of the fact that capital yields a net return 
of a specific amount which accrues to its owner as interest. 
In all this I find the characteristic traits of a true theory 
of productivity. 

This theory seems to me to fail at the same point and 
on the same grounds as others of the same sort. It makes 
a logical slip in order to find in the productivity of capital 
the cause of true interest. It operates with sound prin- 
ciples of imputation; but at the critical point it passes 
by, in silence, one link in the theory of imputation, and 
precisely that link at which the real problem of interest 
emerges and ought to be solved. 


shall say somethin ater of the not consistent poston of Profesor 
Clark on this subject of abstinence. See p. 275. 


2Qn this point I am in accord with Professor Seager, who expressly entitles 
Professor Clark’s theory and his own a productivity theory. I take it I am also 
in accord with Professor Clark himself, who refers to the close resemblance of his 
own theory to Thiinen’s theory of productivity (see p. 321, ff, note). For myself, 
I think it has closer resemblance to Wieser’s theory, which also belongs to the 
productivity group. I still believe that the productivity and abstinence theories 
are different, and therein differ with Professor Cassel, who is disposed to obliterate 
the boundaries between the two. Whoever follows clearly and consistently the 
reasoning of these theories—which Professor Cassel, to be sure, does not seem to 
do—will hardly find it possible to regard them as belonging together as two forms 
of. the same train of thought, or as indicating the play of demand and supply on 
the same phenomenon. On the contrary, he will soon reach a point where the 
further prosecution of the one principle excludes the consideration of the other. 


250 QUARTERLY JOURNAL OF ECONOMICS 


Il. 


It is not easy to select from the remarkably homogene- 
ous fabric of Clark’s theory of distribution separate pas- 
sages as those most significant of his mode of reasoning. 

_I believe, however, that I may refer to two, which are 
developed as two parts of Chapter XII., entitled “Final 
Productivity the Regulator of both Wages and Interest.” 
In the first part, the principle of imputation is used nega- 
tively to prove that the whole product which arises from 
the co-operation of labor and capital is not to be ascribed 
to labor or to accrue to the laborer as wages. In the 
second, it is used positively to show that capital gets a 
net yield, which is the fruit of its final productivity. 

The negative proof had already been intimated in earlier 
passages in the book. Professor Clark there pointed to the 
all-important distinction between the whole product of 
industry and the whole product of labor. It is clear, he 
says, that “‘the whole product of industry does not go to 
the worker.” For “industry involves the co-operation of 
labor and capital.” The men who furnish lands, tools, 
building materials, receive a share of the entire joint 
product of labor and capital. As the whole product of 
labor we are to understand the part of this total that is 
attributable to labor itself. It is not only possible, but 
under complete competition it is certain that this part 
will go to the laborer as wages.’ 

It is superfluous to inquire whether Professor Clark, 
in these preliminary remarks, wishes merely to bring his 
proposition to the reader’s notice or whether he believes 
he is adding something towards its proof. For in any 
case he has undertaken the proof of the proposition in 
much clearer terms and with an effort at mathematical 
exactness, in another place, the first half of Chapter XII. 


1 Pages 82, 83. 
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Here Professor Clark assumes that in an isolated soci- 
ety there are one thousand laborers, and that at their 
disposal stand “a hundred million dollars’ worth of capi- 
tal” (let the reader note the precise words). He sets 
forth (and we should all agree with him) that in conse- 
quence of the “rich environment that these conditions 
afford” —they mean a capital of $100,000 per head—the 
product of these thousand laborers per capita will be 
enormous. Every laborer will have at his command, in 
extravagant amount, the best and most effective materials 
and machines. Suppose now an additional thousand 


laborers, capital remaining the same. Each laborer will ~ 


now have at his command a capital of $50,000 instead of 
$100,000. This capital will have to take the form of in- 
struments which are on the average cheaper and less 
effective than those which represent a capital of $100,000 
per head. Consequently, the output per man will be less 
than before. So far still we are completely in agreement 
with Professor Clark. 

He proceeds then to an observation equally acute and 
pertinent, and again to be fully agreed to. How much 
of the product, he asks, is to be ascribed to this second 
thousand laborers? The whole of the lessened output 
per man, or everything which “this increment creates by 
the aid of the capital that the earlier division of workers 
has surrendered to it’? Certainly not. Only so much 
as “‘its presence adds to the product previously created.” 
And here it must be remembered that because of its 
presence a “minus quantity” arises. The presence of 
the second thousand of laborers having diminished the 
endowment of capital from $100,000 to $50,000 per head, 
the first thousand laborers now operate with less aid 
from capital, and therefore with a lessened output. And 
this diminution in output must be made good out of the 
increased output of the whole two thousand before we 
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can ascertain the amount which the presence of the 
second thousand adds. The amount really due to the 
additional laborers is, therefore, less than the product 
which the second thousand turn out with the aid of capi- 
tal.. In other words, we impute to the second thousand 
less than the total product which they turn out with the 
aid of capital. But on the principle of final productivity, 
the increment due to the last unit determines how much 
is to be ascribed to each unit. It follows that the whole 
of the product turned out by laborers with the aid of capi- 
tal is not ascribable to the laborers alone. Professor Clark 
illustrates this train of thought with a diagram which I 
may assume to be familiar to the readers of this Journal.’ 
I now ask whether all this reasoning, in which each step 
has my complete approval, really serves to prove that 
which it is meant to prove; namely, that the whole product 
of labor and capital is not to be ascribed to labor alone. 

I answer, no. So far as the reasoning concerns the rela- 
tion of labor to what Clark calls artificial capital (that is, 
to intermediate products which arise from previous labor), 
it overlooks the main element of the problem and owes its 
plausibility to an ambiguity arising from that ominous 
notion of “true capital.” The germ of this ambiguity 
appears in the very first words in Professor Clark’s ex- 
ample. He says “give to this isolated community a 
hundred million dollars’ worth of capital.” This expres- 
sion is obviously, and probably intentionally, derived from 
the vocabulary which Professor Clark uses for his true 
capital. But what actual state of affairs does he assume? 
What persons and what concrete factors in production 
does this isolated community contain? Does he wish to 
assume that, in addition to the first or second thousand 
of laborers, this community already possesses some avail- 
able capital goods in the form of buildings, materials, 


1 Page .182 and the passage in the text beginning at the bottom of p. 181. 
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tools of the value of one hundred million dollars, such as, 
of course, must have been produced by previous labor? 

If this be the actual state of affairs, then we need not 
retract by one iota our acceptance of the several items 
in Clark’s reasoning. But then it is also clear that the 
legitimate conclusion from these several items signifies 
nothing for the proposition which Clark derives from them. 
The output from this combination of productive factors 
is a gross product arising from the co-operation of current 
labor and of capital goods made by previous labor. It is 
clear as noonday that this gross product is not to be 
ascribed to current labor alone. The fish caught by a 
fisherman with the aid of boat, tackle, and nets, is not 
produced by the fisherman alone. Something is to be 
ascribed to the co-operating capital goods. But it is not 
less clear that, when we separate the product of past and 
of previous labor, we do not in the least touch the real 
problem as to the shares of labor and capital. That prob- 
lem begins to arise when we inquire further as to that 
peculiar element which appears in the very first partition 
between the fisherman and the capital goods which he 
uses. Here already we have to ask how much is to be 
ascribed to the labor of those whose previous exertions 
brought into existence the boat, the tackle, and the net. 
Obviously, the catch of fish is partly due to their labor. It 
is clear, moreover, that their claim arises from the conse- 
quences which ensue from the presence or co-operation 
of the capital goods which they produce. Finally, there 
is the crucial question whether the share in the product 
ascribed approximately to the presence of capital goods 
completely exhausts their claim, whether or no the 
entire contribution which results from the presence of a 
capital good is to be regarded as the product of the pre- 
vious labor which has created that good. 

This crucial problem Clark’s reasoning does not touch 
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or even approach. If he regards the endowment of capital 
at the disposal of the first or second thousand of laborers 
as consisting of completed capital goods, produced by pre- 
vious labor, then the total output consists in part of the 
fruit of this earlier capital-making labor. In order to 
state the case in such way as to make it plain that the 


. whole product was not ascribable to labor, the output 


should not have been compared with a part only of the 
labor concerned. Professor Clark should have inquired 
as to the whole of the labor, including that which made 
the capital. After ascertaining what was ascribable to 
this previous labor, he should have inquired whether the 
rest of the output coincided with the product of current 
labor. This important question is passed by, and the 
conclusion is a simple non sequitur. It is inadmissible to 
conduct the suit against current labor only, whose claims 
to the total output can be refuted with ease, and then to 
deliver judgment against previous labor also, whose weighty 
claims have not been considered at all.’ 

There is, however, another way of interpreting Professor 
Clark. Perhaps he holds to his distinction between true 
capital and capital goods, and would say that his assump- 
tion of “a hundred million dollars’ worth of capital” does 
not mean the existence of capital goods having this value. 
Then I must ask, What in the world does it mean? Are 
we to assume that the thousand laborers are on hand, 
and not to assume that there are also materials and tools, 
already produced? What, then, is the tangible meaning 

11 will not accuse Professor Clark of having entirely overlooked the necessity 
of distinguishing what part of the gross product is due to previous labor. But he 
makes it quite impossible for us to judge whether he has considered it at all, still 
more whether he has considered it sufficiently. Taking his language literally, one 
does not see that he has paid any attention whatever to this point. If he has 
really had it in mind, it has been in a manner not subject to our control. It would 
be superfluous to criticise in advance every conceivable interpretation of Professor 
Clark’s meaning, when it is so inadequately expressed. 1 content myself with 
pointing out that the steps in his reasoning which he has developed with clearness 


permit no legitimate conclusion in favor of the proposition which he has laid down, 
Compare what follows in the text, and the note, p. 256. 
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of the phrase, “give to this isolated community a hundred 
million dollars’ worth of capital”? I will make no guess 
as to what Professor Clark may then have meant. I 
should find it difficult to make a guess, and in any case 
believe it to be useless to trouble the reader with discus- 
sions of assumptions and explanations, as to which Pro- 
fessor Clark might say in the next number of this Journal 
that they were not at all his own.’ 

I content myself with pointing out that a supply of 
true capital, which is not a supply of available capital 
goods, is pure necromancy. I fear very much that here 
and elsewhere, at decisive points, the Clarkian logic rests 
upon no more stable foundation than a quibble as to the 
magical qualities of true capital. He loves to sow with 
capital goods and to reap for true capital. Capital, as he 
operates with it, has a Janus face. When the question is, 
what does an endowment of capital produce? we have the 
familiar features of capital goods,—machines, tools, build- 
ings. Their presence, unquestionably, causes the output 
to be greater by an amount which is not to be ascribed to 
the current labor which uses these capital goods. But 
when the question arises, to whom is this part of the out- 
put, not the result of current labor, to be ascribed? we are 
no longer shown these labor-made capital goods. The 
method of imputation is not invoked to show how much 
of the total output is due to capital goods, whether the 
whole or part. Clark’s diagram has no line which indi- 
cates the product or portion of product due to capital 
goods, nor a line which indicates the previous labor that 
created these capital goods. At this point in his demon- 
stration the other side of the Janus head only is to be seen. 


1 It is not to be forgotten that Professor Clark has said repeatedly, and with 
emphasis, that his true capital exists only so long as it is incorporated in capital 
goods, and has taken the form of materials, tools, merchandise, and the like. See 
his book, pp. 119, 259, and compare my previous paper in this Journal for No- 
vember, 1906, pp. 11, 12. 
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Besides the current labor of the first or second thousand 
workmen,. the only thing that is visible is an endowment 
of “true capital,” which is not to be confounded (Heaven 
forbid!) with concrete capital goods. Any share not 
ascribable to current labor is then ascribed, once and for 
all, to true capital as the only other factor present. Then 
it is supposed to follow that it is ascribable to no kind of 
labor. The previous labor which produced the capital 
goods has disappeared with the capital goods, thus leav- 
ing no trace behind. “True capital,” which alone remains 
in sight, suggests no question as to previous labor. 

Thus Professor Clark deceives himself and us with 
semi-mathematical reasoning and carefully drawn dia- 
grams, and lays down a conclusion which he has never 
really proved, and whose basis he has withdrawn from 
our scrutiny through a dialectic ambiguity. The assump- 
tions as to the cause and size of the output are so stated 
that they suppose the existence of capital goods, and 
therefore imply previous labor that has made these capital 
goods. The assumptions as to the imputation of the out- 
put are so stated that capital goods and previous labor 
are ruled out. In the output there are fruits to which 
previous labor has claims, and the examination of those 
claims is the central point of the whole problem of labor 
and capital. In Professor Clark’s exposition these claims 
are set aside under the pretext that,-beside current labor, 
there is nothing but true capital.’ 

Incidentally, it may be remarked that this fallacy in 


1] state my criticism in somewhat general terms, because Professor Clark 
does not accurately specify what he means by output. It does not appear whether 
that which Professor Clark puts before us as output includes the whole yield of 
the co-operating capital goods or only a part of that yield, with possible deduc- 
tions or some sort of precise reckoning. It is certain, however, that the output 


contains at least some things to which current labor has no claim. The question | 


arises as to what claim previous labor may have, and that question is left untouched 
by Professor Clark. This logical error remains in essentials the same, whether it 
is committed with reference to the whole Of the unexamined portion or, as is more 
probable, with reference to only a part of it. 
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Professor Clark’s reasoning has nothing to do with another 
train of reasoning, which bears on an entirely different 
aspect of the question and which Professor Clark presents 
satisfactorily. That is the question whether, in conse- 
quence of the law of diminishing returns on land, the co- 
operation of labor with natural powers assumes some 
degree of scarcity in the latter; in which case the whole 
product is not to be ascribed to labor alone.’ Since land 
and natural agents are not produced by labor, the crucial 
question cannot here arise as to the share of previous labor. 
That question can arise only with what Clark calls “arti- 
ficial capital.” Professor Clark applies the term “capital”’ 
to land also. But this, of course, does not justify him 
in applying conclusions which are valid as regards land to 
other goods (instruments made by man) as to which the 
fundamental conditions are different. This fundamental 
difference seems to me a strong ground for distinguish- 
ing in our terminology between land and intermediate 
products. 


Let us turn now to the second, positive part of the 
reasoning. Shall we find here a different and more suc- 
cessful analysis of the great problem? 

Professor Clark, in developing the “law of interest,” 
uses the same diagram which he before used as to wages, 
only he now gives his graphic symbols the reverse mean- 
ing: “Let the labor,” he says, “be the element that is 
unchanged in amount, and let capital be the one that is 
supplied in a succession of increments. AB is now the 
product gained by using one increment of capital in con- 


1 See p. 163. 


2My views as to the differences between natural agents and capital I have 
stated in my Capital and Interest, p. 340, ff., English edition, and in my Positive 
Theory of Capital, pp. 95, 354, ff., English edition. 
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nection with the whole working force. A’ B’ is the addi- 
tional product that is created by a second increment of 
capital. A” B” is the product of the third increment, and 
DC is the amount produced by the last. This amount, 
DC, fixes the rate of interest. No one of the series of units 
of capital can secure for its owner more than the last one 
produces. If the owner of the first increment asks more 
than this for the use of it, the entrepreneur will relinquish 
this bit of capital and will put the last unit in its place. 
What he will lose, in the way of product, is measured by 
the amount DC, the direct product of the final increment 
of capital. This expresses the effective product of every 
increment, since it is the amount that would be lost if 
any one of the series were withdrawn.”’* 

In this exposition the reader will note a circumstance 
which is not explicitly stated, but is none the less clearly 
implied. That product which arises from an additional 
increment of capital and is ascribable to it is not what is 
elsewhere’? called the gross product, but is only that 
portion by which the gross product exceeds what is neces- 
sary to replace the capital used up. In other words, it is 
what Clark calls “net product.” This is clearly to be in- 
ferred from the fact that in his diagram Clark regards as 
identical amounts the product of the last increment of 
capital and that which this increment receives in the 
way of interest,—1.e., net income,—a conception which ap- 
pears in express terms in many other passages.*° The 
remainder of what is produced thru the co-operation of 
capital goods, such as instruments and materials, is not 
explicitly accounted for, either in the text or in the dia- 
gram.‘ We must infer that Professor Clark tacitly 


1 Page 182. 
2 See pp. 270, 271. But on p. 347 this expression is used in a different sense. 
3 Page 202, for example. 


*That Professor Clark disregards separate entrepreneurs’ profits is doubtless 
due to his assumption that, in a static state, ‘‘normal” (cost) prices are net profit 
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credits this remainder to labor; for the whole product is 
apportioned once for all between labor and capital. * 

An attentive consideration will show that this mode of 
treating the subject still throws not a particle of light on 
the real problem of interest. To solve that problem, it 
must be shown why there is a net product ascribable to 
. capital. Net product is, so to speak, a distillate. To 
explain a distillate, the process of distillation must be ex- 
plained. But Professor Clark gives his explanation by 
assuming the existence of the final distillate. On the one 
hand, he assumes the appearance of successive increments 
of capital goods. By some process of distillation, which 
is not explained to us, these are already free from all ad- 
mixture of the previous labor which unquestionably is 
incorporated in real capital goods. On the other hand, 
he assumes the appearance of successive yields, which 
again are clear net income, completely free from that wear 
and tear which is an inseparable consequence of the use 
of real capital goods. He might be expected to use the 
method of imputation in order to explain the existence of 
any net income, i.e. any excess of the total product arising 
from the co-operation of productive instruments over and 
above the inevitable wear and tear. In fact, he entirely 
conceals from view his mode of reasoning. What he 
presents is the pure assumption that every increment of 
distilled true capital somehow brings an increment of dis- 
tilled net income, a product over and above the wear and 
tear. This assumption being made, it only remains to 
consider which of several possible net incomes is to be 
regarded as the last, and so ascribable to any one increment 
of true capital. Hence, in the diagram the line A’ B’ 
determines interest if there are only two units of capital, 


* This appears unmistakably in the diagram on p. 201, and in such expressions 
as this on p. 200: ‘ *AEDC will be the total amount of interest, and EBC will be a 
surplus; but it will be a surplus that is lly table to labor, and to labor 


only.” 
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the line CB if there are six units of capital. The crucial 
question is whether there is ‘any net income at all, any- 
thing in the nature of a marginal addition to product, 
ascribable to capital; and that question is already disposed 
of in the assumption. In the same manner one might 
infer from the circumstance that white balls are drawn 
out of an urn the conclusion that none other than white 
balls had been put into it. 

The fact is that Professor Clark assumes, at the outset, 
a net yield of capital, and so fails to consider the question 
which is decisive as to the origin of capital. Suppose a 
capital of $1,000,000, consisting of a factory and raw ma- 
terials, and suppose a staff of workmen employed in con- 
nection with it. Unquestionably, this capital has to do 
not only with that portion of product (say $40,000) which 
the owner gets in the way of interest, but with the further 
product of $1,000,000 which sooner or later goes to the 
owner to compensate him for the consumption of raw 
materials and the eventual wearing out of the plant. 
Suppose this capital suddenly destroyed. It is certain 
that there would be a loss, not only of the annual interest 
of $40,000, but of the further sum of $1,000,000, which 
otherwise would have been produced and would offset the 
wearing out of the capital goods. It follows that, on the 
very principles of imputation set up by Professor Clark, 
the whole gross product is to be ascribed to the capital 
goods. He himself repeatedly says that normally every 
instrument “creates” and “earns” a product large enough 
to replace itself and in addition to yield a dividend to the 
owner. Then the whole gross product which is “created” 
or “harvested” by such instruments must be ascribed to 
them. The second question next arises, why this gross 
yield should contain anything over and above the value 
of the capital goods consumed or destroyed. Let the 
process of imputation be carried further, and applied to 


4 

{ 
4 
f 
fi 


A RELAPSE TO THE PRODUCTIVITY THEORY 261 


each and every fundamental factor; and consider whether in 
the end there will be a net product to be imputed specifi- 
cally to capital. It need not be said that this second ques- 
tion presents the real problem of interest, the really difficult 
and disputable problem. This problem is, so to speak, 
the defile thru which every one must pass who a 
takes to follow interest to its source. 

On the other hand, we must ask, how can there be a ~~ 
between the value of that capital itself and the value | 
of the product imputed to it, if the gross yield of capital | 
goods is ascribed to them as their product? As we have 
seen, Professor Clark intimates that the “effective value”’ 
of a unit of labor is that which is to be ascribed to it as 
product. The same principle must be followed for the 
other factors of production, capital goods included? 
Suppose, now, there is ascribed to a group of capital goods, 
which “‘creates’’ a specific product and is worn out in the 
course of this creation, precisely as much in value as the 
created product amounts to in value. In that case 
would not the replacement of the capital, its wear and 
tear, exhaust the imputed gross product, and leave no net 
product and no interest? This is the difficulty which 
productivity theories must face, and which I will not ex- 
plain more in detail, since I have already done so else- 
where. Essentially, it is the same point to which Profes- 
sor Fetter has lately called attention in his clear and acute 
exposition of the same problem.’ 

On the other hand, a question may be asked which 


1 See pp. 270, 271, 272. 


2 Professor Seager expressly says in his Introduction to Economics (p. 95), ‘The 
value of each group of factors is derived from af 
it is helping to produce.” 

8 Fetter, Principles of Economics, p. 148. Fetter notes that future yields enter 
into the value of productive goods for a less amount than they will have as ‘‘actual” 
yields, and says that this is the ‘‘crucial point’’ in the theory of interest. He 


holds that the productivity theories ‘‘beg the question involved.” Compare my 
Capital and Interest, Book II. 
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leads to the central problem of interest from another 
direction. If a given product is made by a group of in- 
struments and materials, this group is not an original fact 
or of production, but has itself been brought into existence 
by labor. On the principles of imputation, must not 
everything which arises from a capital good be imputed 
to labor, as ‘“‘caused” by it? This is the question which 
the socialists have asked of those maintaining a produc- 
tivity theory. That same question I have myself ad- 
dressed, though not in the precise form in which the 
socialists put it, to those maintaining sundry current 
theories of interest.” 

Whoever wishes to solve the problem of interest must 
give a distinct answer to these questions, and, first of all, 
he must formulate them clearly. Professor Clark simply 
evades them. His mode of stating and discussing the 
problem simply avoids the critical defile. His failure to 
enter it is due to that deceptive phantasm of his, per- 
manent true capital, which is supposed to be distinguish- 
able from capital goods. oa 

In the course of one of those rhetorical passages to which 
Professor Clark is wont to turn with characteristic and in 
this case with suspicious serenity, he remarks that the 
problem of interest has to do only with true capital, and 
not with capital goods. Interest is said to be a percentage, 
a fraction of itself, yielded by capital.. Now a building o 
a machine does not literally yield each year a twentieth 
(say) of itself." This is supposed to be sufficient ground 
for the conclusion that interest is yielded, not by capital 

} The original factors of production I hold to be, not labor alone, but labor 
and natural forces. See my Positive Theory, English edition, p. 95. But for the 
purposes of the present discussion we may disregard natural forces if we assume 


that capital goods are created by labor operating with free natural forces on the 
margin. See my Capital and Interest, p. 340. 


® Especially the productivity and abstinence theories. Compare my Capital 
end Interest, p. 278; also Recent Literature on Interest, p. 27. 


* Clark, p. 123. 


4 
j 
j 


A RELAPSE TO THE PRODUCTIVITY THEORY 263 


goods, but only by true capital, by the permanent fund 
of value! Capital goods yield rent, but never “interest.” 
To be sure, interest and rent are essentially the same in- 
come, only described in different ways, expressed in dif- 
ferent forms. Interest, however, is the fundamental 
phenomenon: ‘‘fundamentally interest governs rent.” * 

It is true that Professor Clark finds himself compelled to 
admit it as inevitable that ‘‘both capital and capital 
goods should be subjects of economic study,” since both 
give rise to problems in need of solution. Again, he says 
that “‘studies of capital proper should be confirmed at 
every point by parallel studies of capital goods.”* To 
be consistent, he should then have-explained the problem 
of rent in connection with capital goods. But he does 
not do. so. When he speaks of the facts which connect 
themselves with the net product from capital goods,—when 
he discusses gross product and net product, gross earnings 
and net earnings, gross rent and net rent, wear and tear, 
and sinking funds,*—he simply assumes the existence of 
such a thing as net rent. He does not endeavor to ex- 
plain why there should be anything left after wear and 
tear had been deducted from gross rent, presumably be- 
cause he conceives interest to be the fundamental phe- 
nomenon, and the explariation of this belongs to the theory 
of true capital. 

When it comes to interest, however, which his rhetorical 
artifice has transferred to the theory of true capital, the 
essential point of the problem is passed by. The pretext 
for this is found in the interesting attributes which Pro- 
fessor Clark has imagined for permanent true capital. 
Whereas capital goods are necessarily worn out and de- 
stroyed, permanent abiding capital may not be normally 
worn out or destroyed.‘ It operates without wear and 


1 See Clark, pp. 123-25. 
2 Ibid., pp. 122, 334. 3 Jbid., pp. 270, 335. 4Ibid., p. 117. 
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tear, without deduction from its gross yield. Hence no» 
problem can arise of a difference between gross and net 

product, nor any need of elucidating the relation between 
the two. Whatever permanent capital creates is from’ 

the outset endowed with the property of being a completed: 
net product. In this fashion the first of the troublesome’ 

questions which present themselves at the defile of the 

interest problem, and which has caused others so much 

concern, is quietly put aside." 

But the second question also is evaded by this slippery 
creation, true capital. He who attacks the problem with 
reference to capital goods, and asks, ‘‘how much of the 
joint product which the fisherman has caught with his ca- 
noe and fishing tackle is due to the man and how much is’ 
due to his implements?” must be prepared to face the 
next question, ‘‘is the canoe a gift of heaven, or is it not 
also made by the labor of man,—of the fisherman himself 
or of some other man?” So put, the question resolves 
itself into this: ‘“‘How much of the joint product is to be 
ascribed to the labor of the fisherman, how much to the 
labor of him who made the canoe, and is all of it due to 
labor of some sort?” ‘True capital” dodges this ques- 
tion. True capital is something different from concrete 
capital goods. That the canoe ® made by labor cannot: 
possibly be denied. But the true capital of the fisherman, 
even though it consists of these capital goods made by 
labor, is yet something different. No hammer or saw has 
worked at it. It has been produced by no laborer, and so 
no question can arise as to what is due to this laborer or 
is to be imputed to him. 

Having thus provided that whatever is to be imputed to 
capital must be, ipso facto, a net product, and not to be 

1In the direct imputation of net products I find that close resemblance be- 
tween Professor Clark’s theory and Professor Wieser’s to which I have already 


referred. See Wieser’s Natural Value, English edition, pp. 124-133. Compare 
also my Recent Literature on Interest, p. 98.) 
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-imputed to any labor,. Clark’s only remaining problem 
is to show that something is to be ascribed to capital 
in production. Here, again, he resorts to the qualities 
with which he has endowed his true capital. That same. 
double-faced Janus aspect is shown to us. First, as we 
have seen,’ the capital goods are put before us,—tools, 
machines, materials, automatic implements, and electric 
motors. This makes it indubitable that a real product 
arises from their use. A moment afterwards the tangible 
qualities of these capital goods disappear, and the hob- 
goblin of true capital presents himself, and claims as his 
share—he being now the only claimant in addition to 
current labor—whatever part of the output eonnot be 
due to this current labor. 

Such are the dangerous services rendered to Professor 
Clark by his favorite creation. I call them dangerous, 
because they give him a dialectic pretext for a failure 
even to state the questions whose consideration is essen- 
tial for the problem in hand. He satisfies himself with a 
_ mode of treatment which affects to be consistent, but which, 
at the decisive point, is not held together by connected 
reasoning or facts, but by an ambiguous phrase. The 
lack of consecutiveness fn his logic is simply covered up 
by this unhappy device. ” 


IV. 


There are certain other passages, however, in Profes- 
sor Clark’s book which may be designed to supplement 
his theory of interest and which must also be considered. 
These are the passages in which Professor Clark ascribes 
to true capital, as distinct from capital goods, the func- 
tion of removing time intervals, of “synchronizing” labor 
and its fruits. In my judgment, these are the very pas- 
above, p. 255. 
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sages in which Professor Clark wanders most dangerously 
far from the truth. 

Professor Clark sets forth that, in a society which has 
not yet supplied true capital, “labor and time are the only 
absolute requisites of production.”* Indeed, labor is . 
the only requisite? But, when those advantages are 
secured which arise from roundabout methods of pro- 
_ duction, labor must first be given to making tools or capi- 
tal goods. The laborer must, then, wait a certain time 
for the enjoyable products which are made with the aid 
of these capital goods. ‘Capital goods imply waiting 
for the fruits of labor.”* 

But the situauion is different in a society which has true 
capital. Professor Clark designates the several phases of 
production by the letters A, A’, A”, A’”’, A” indicating, 
for example, sheep in a pasture, wool, cloth, completed 
clothing. The reader will recall the reasoning of these 
passages. When once the series of successive commodities 
is made up, the completed commodities satisfy the wants of 
society, but others in the next preceding stage are steadily 
advancing toward completion, and the whole series is 
constantly kept intact.‘ 

Now the outcome of this, in Professor Clark’s view, is 
that in a society thus organized and equipped no one has 
to wait for the results of production. The laborer who 
to-day is working at the raw material; say wool, none the 
less receives on the same day the completed product,—a 
coat. ‘‘On the ranches of Montana cattle are breeding, 
among the forests of Pennsylvania hides are tanning, in 
the mills of Brockton shoes are finishing; and, if the series 
of goods in all stages of advancement is only kept intact, 
the cow-boy may have to-day the shoes that he virtually 


1 Page 308, ff. 
®**The thing that is ultimately essential for production is labor” (p. 310.) 
2 Page 311. 4 Pages 315-318 and passim. 
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creates by his efforts.’”’ All this is achieved by true capi- 
tal. ‘It is the means of avoiding all waiting. It is the 
remover of time intervals—the absolute synchronizer of 
labor and its fruits.’’ Professor Clark never tires of re- 
peating this thought. ‘‘True capital keeps the men from 
waiting” (p. 318). It brings “the instantaneous appear- 
ance of the final fruits of every bit of labor that is put 
forth” (p.311). ‘‘Time intervals do not figure.” ‘‘ Out of 
every day’s labor will come in their completed shapes the 
consumer’s goods. . . . The work and the outcoming of the 
goods are synchronous. This synchronization—this bring- 
ing together in time of work of every kind, and the com- 
plete ripening of its virtual product—is the function of 
what we have termed capital, in distinction from capital 
goods.” ‘‘If industry were conducted on such a plan that 
the work that to-day begins to fashion a bit of raw material 
had no influence in causing a finished article at once to 
emerge at the other end of the line of operations, then 
also we should have to wait. As it is, we wait not at all. ... 
Our plan of working enables the labor that is done on a 
raw article to cause a finished one to come into our posses- 
sion.” 

If I understand everything which is here implied, tho 
not expressly stated, this remarkable theory contains an 
important attempt to close a gap in the theory of interest. 
If it be sound, it explains and justifies Professor Clark’s 
failure even to state those questions which others of us 
find crucial for the problem. As I have just said, Professor , 
Clark does not touch the question why the product im-, 
putable to a given capital good is not to be ascribed to the 
previous labor which created that good. Ifso imputable, 
the whole product of capital would be identical with its 
wear and tear, and no net product of capital would remain.. 
But according to the reasoning now under consideration 
no question of wear and tear can arise, nor any need of 
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considering the previous labor. The completed good, 
A” (a coat), is declared by Clark to be the product of the 
labor of to-day. It is in no sense the product of those 
laborers who fashioned, months or years ago, the raw 
material A or of their successors who carried it thru 
the various phases of production. It is the product of that 
laborer who. to-day is making the new material A and of 
those other laborers who are to-day working at the various 
phases A’, A”, A”. If it be scientific truth that the 
completed product A””—the coat—is the fruit of labor 
exerted to-day, then no question of wear and tear can 
arise in connection with cost of production, no question as 
to the relation of product to previous labor, nor any of those 
problems which others have thought difficult in the theory 
of interest.’ 

Ij it be scientific truth! But it is obviously not truth. 
Is the coat which the tailor delivers to me to-day fashioned 
with the co-operation of a shepherd who is to-day driving 
sheep to pasture, of a spinner who to-day is spinning yarn, 
of a weaver who to-day is weaving cloth on his loom? 
The undeniable fact is that my coat has been fashioned 
with the co-operation of the shepherd of a past period. 
He alone supplies the wool for my coat; so of the spinner, 
the weaver, and the like. Society does not enjoy, in the 
shape of completed coats, the product of the laborer who 
is now tending sheep. Society must wait as many days, 
months, or years as are inevitable in the processes of pro- 
duction which transform the raw material, wool, into the 
completed coat. 

Professor Clark could not completely overlook that his 
proposition is not in accord with obvious facts. He re- 

11 suspect this mode of presenting the problem explains Professor Clark’s 
procedure when he endows with a capital of 100 millions his 1,000 or 2,000 laborers, 
(See above, p. 251.) It will be remembered that Professor Clark speaks as if these 


1,000 or 2,000 laborers alone took part in production, and as if there were no pre 
vious labor connected with the 100 millions of capital. 
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sorts to a distinction between what is “‘literally” and 
“virtually” true. This turn of phrase appears time 
and again.’ Not “‘literally,” but “virtually,” to-day’s 
completed goods are to be regarded as the product of 
to-day’s labor carried on in its various phases. The 
identity of the particular pieces is supposed to be imma- 
terial, provided they are of the same sort. ‘‘The identity 
of the tree that we burn is of no consequence... . It is, 
in practice, immaterial to us whether we consume one thing 
or another that is exactly like it.” ? ‘‘Surrender of 
identity” is the key by which labor exerted to-day brings 
enjoyable results on this very day. And so the planting 
of the sapling is supposed to yield fire-wood to-day. Else- 
where Professor Clark illustrates this proposition by 
referring to a reservoir into which the water flows at one 
end, and turns at the other end a mill wheel; and he tells 
us to ‘forget all about the identity.” * 

I would point out, in the first place, that Professor 
Clark himself explains that we must here sacrifice a frac- 
tion of complete reality,—a fraction which, to be sure, he 
regards as insignificant. The situation is not exactly 
as Professor Clark states it. It is so only to all intents and 
purposes. In other words, the doctrine rests by his own 
confession on a fiction, it lacks something of literal truth; 
namely, as to the identity of the things just begun and the 
things completed. We shall see presently that more than 
this is lacking. Oddly enough, Professor Clark believes 
he can get at the truth more accurately by departing from 
it than by keeping to it literally. It is not capital goods, 
involving periods of production and waiting, that lead to 
the right understanding of capital and interest, but true 
capital that does this, with its power of eliminating periods 


1 Only on very rare occasions does Professor Clark expressly say that his ‘‘vir- 
tually” holds good only ‘‘in a figurative sense.” 


2 Page 314. 3 Page. 315; compare p. 132. 
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of production and synchronizing labor and its fruits. The 
edifice of truth, he thinks, must rest on a basis of fiction. 

I,for my part, believe that truth can never be built up on 
such a basis. Science should seek to understand and set 
forth what really is. How can one expect to get an accu- 
rate statement of reality if one begins by retouching reality, 
by erasing some traits which in fact are present and putting 


in others which in fact are absent? Even if a given cir- 


cumstance seem not material, science dare not say of a 
fictitious assumption, this is fact. 

But even the slightest departure from fact is never quite 
immaterial. Tho no difference appears in the first stages, 
one will appear in the second or third or tenth. In the 
present case we need not go far. The difference appears 
on the very instant of submitting the Clarkian doctrine 
to a practical test. Suppose there is a strike among the 
laborers at that stage where the raw material A is produced. 
If it were scientific truth—literally or even virtually— 
that the output of finished goods A” is due to the con- 
temporaneous labor at the stages A’, A”, A”, then the 
stoppage of work at A would at once affect the output at 
A’. In fact, it would obviously do nothing of the kind. 
The stoppage would affect the output of finished goods 
only at a later period, depending upon the length of the 
whole period of production. * 

But I surmise at once what reply would be made. 
Strikes are interruptions of existing conditions. In such 


“dynamic” cases Professor Clark expressly admits that 


things are otherwise. In dynamic cases we have to do 


with capital goods, with periods of production and waiting. 


1 This difference appears drastically with regard to another illustration used by 
Ctark, that of a forest with a twenty-year period of growth. It is clear as noonday 


Clark, “Wage payment is s form of oredit to the laborer whose labor has not yet 
produced the distant gratification.” 
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that a cessation of planting would not lessen the timber-cut of the same year, 
but would only affect the number of trees available twenty years later. Professor 
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The proposition as to the synchronizing effect of true 
capital holds good only in static conditions, where, by 
supposition, disturbing causes do not appear. 

Everyone must feel that something is wrong in this rea- 
soning. It is only needful to make clear just wherein it 
fails. It fails simply because there are never two different 
truths, but always one truth. (What is true must be true 
dynamically as well as statically) On this point I may 
cite with satisfaction Professor Clark himself. The rela- 
tion between static and dynamic theory is set forth by him 
in admirable passages, which I reckon among the many 
merits of his work. He defends the scientific value of the 
static hypotheses and of static results. It is true that the 
static state is imaginary. All concrete societies are dyna- 
mic. ‘Yet this does not invalidate the conclusions of a 
static theory; for static laws are, nevertheless, real laws.’’ 
The forces which operate in a dynamic state “still operate in 
the changing world of reality.” ‘“Westudy them separately 
in order that we may understand one part of what goes on 
in dynamic society.’”’ The difference is simply that in the 
latter still other forces appear. The static hypothesis 
differs from reality merely in that these other forces are 
provisionally disregarded. So far as the static forces 
continue to work in the dynamic world, static laws hold 
good. “Not one jot nor one tittle shall fall from the law 
of natural values, or from that of natural rates of wages, 
interest, and profits.”’ ‘One can hardly assert too em- 
phatically the dominance of the static forces in real and 
dynamic societies.” * 

I accede to all this, but it leaves no place for any double 
truth. A static truth cannot fail under dynamic condi- 
tions or vice versa. Not only this, but Professor Clark’s 
own mode of procedure illustrates the singleness of truth. 
Throughout his exposition of a static theory he uses the 


1 Pages 29, 31, 67, 72. 
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dynamic experiment as a means of discovering, proving, 
and verifying his static laws. His whole system rests on 
the principle of final utility and final productivity, and on 
the difference between absolute productivity and final or 
specific. productivity. How, for example, does he prove 
his thesis that only the product of a final unit of labor is 
ascribable to the workman? He can do so only by an 
experimental test, by introducing a dynamic change in the 
static conditions. He inquires what would happen if 
one laborer were taken away or if another laborer were 
added. “What we may call,” he says, “‘the absolute 
productivity of a particular man is measured by the im- 
portance of the particular work that he is doing. Let the 
man desert his place, leaving undone the work that he has 
heretofore done, and the loss that the establishment will 
thereby sustain measures the man’s absolute productivity. 
What we have called a man’s effective productivity is, 
then, measured by the loss that his employer suffers when 
the man departs, and when the employer rearranges his 
force so that the more necessary kinds of work are still done. 
The employer will put B into A’s place, C into B’s place, 
etc.; and the only work that goes undone is of the kind 
that is least necessary.” This imaginary dynamic ex- - 
periment he believes to prove, with justice, that even in 
the static state imputed product and remuneration are 
determined by effective productivity,-and that the test of 
imputation is not to be found in absolute productivity. 
Professor Clark is fully conscious that he applies and must 
apply dynamic changes as means for ascertaining static 
truth. So much he tells his readers repeatedly (thus on 
pp. 178, 275, 371). 

To all this, however, he shuts his eyes as soon as that 
favorite creation of his, true capital, appears on the scene. 
In general, he handles his principle of imputation by apply- 
ing the test of loss or gain in output, according as a given 
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factor is present or absent. But here he imputes com- 
pleted commodities A’” not to earlier labor, but to con- 
temporaneous labor, altho it is obvious that the presence 
or absence of laborers at stage A would affect not the pres- 
ent output at A’”, but only a future output at A’. 

With this confusion in regard to the time at which labor 
of different stages brings results, we find in Clark still 
another confusion or deviation from the truth; namely, 
in regard to the quantity of product which is to be imputed 
to labor. If he would compare the output of finished 
commodities with the labor which in fact produces them, 
he would see that the cessation of the series of successive 
activities would necessarily entail the disappearance of the 
entire output. Consider again the sort of case assumed 
by Professor Clark: four stages in production, indicated 
by A, A’, A”, A”, standing for raw material, and A’” 
for the consumable product. Assume, to avoid complica- 
tions, that all this occurs on no-rent land and with so little 
use of fixed capital that this factor may be left out of ac- 
count. Suppose now that at each stage just that quantity 
of labor ceases which was necessary for producing 100 
pieces of the finished commodity A’”’. Suppose, first, 
that the needed quota of laborers at A stop work; then, 
just at the moment when their raw material would have 
been passed on to the laborers at A’, the corresponding 
quota at this stage drop their tools; and so on, until the 
laborers at A’ quit just at the moment when the nearly 
finished products would have been turned over to them. 

In other words, precisely that labor ceases at each stage 
which otherwise would have taken its part in the produc- 
tion of 100 pieces of A’. Now apply the test of imputa- 
tion. What decline in output results from the taking away 
of these several stages of labor? Obviously, the cessation 
would cause the disappearance of the whole 100 pieces of 
A’”. Not 50 or 80 of A’” would fall out, but the 
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whole 100. For each intermediate product A or A’, 
which is lost, a corresponding A’” is lost. The existence 
or non-existence of the whole 100 pieces rests on the exer- 
tion or non-exertion of the whole labor series. Therefore, 
the whole product A’ is to be imputed, on Professor 
Clark’s principles, to this series. If, on the other hand, 
Professor Clark really holds to his thesis as to synchroniz- 
ing labor and its fruits, he would have to impute to that 
contemporary labor which he puts in place of previous 
labor just so many pieces of the completed product,— 
other pieces, to be sure, but just as many. He would have 
to say that the total of contemporary labor contributes at 
once its due share of the finished commodities. Then he 
must ascribe the total output A” to this series of laborers, 
and to them only. But he does nothing of the kind. As 
if it were a matter of course, he cuts off something from 
the share imputable to these laborers. Their remunera- 
tion does not exhaust the entire output. Something is 
left over, which he then ascribes to his “true capital” as 
its net product. 

It is obvious that this diminution, this emergence of a 
return to capital, is the very heart of the problem of in- 
terest. Professor Clark does not inquire how this diminu- 
tion comes to pass, as to either kind of labor series. He 
does not do so as to the true series, that of laborers suc- 
ceeding each other in time, because of his failure to see that 
this is the proper series. He does not do so as to his false 
series, that of contemporaneous laborers, simply because 
here no such inquiry can possibly be made. How can you 
apply any test as to the contribution of a given kind of 
labor to a particular output,—whether it contributes the 
whole or a part only,—when, in fact, it adds nothing at all 
to that output? 

Professor Clark thinks he departs from reality only in 
an immaterial detail. But under cover of his first depart- 
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ure he proceeds to a second departure which evades pre- 
cisely that element of difference to which all the difficulties 
of the problem attach. First, he contrasts with labor 
not the original pieces produced, but other pieces; next 
he contrasts with labor not the original quantities pro- 
duced, but other quantities. Here, again, I find the same 
fatal consequences of his conception of true capital and the 
mysterious powers which he has attributed for it. His 
magical quality of synchronizing labor and product gives 
him a pretext for overlooking the kernel of the problem, 
and for contenting himself with the shallow pretence of a 
solution. He assumes tacitly what he ought to explain. 


Professor Clark’s book contains, finally, another group 
of expressions which may be regarded as attempts to 
grapple with the problem of interest. But they approach 
it from an entirely different direction. They do not sup- 
port or supplement the other attempts, but cross them. 
To these I alluded in a previous passage, when I remarked 
that Professor Clark and Professor Seager also use, not only 
expressions which belong to the productivity theories, but 
also expressions which indicate quite a different point of 
view. They belong, to put it briefly, to the abstinence 
theory.’ 

Professor Clark says, in one passage, ‘‘Some part of the 
output of every kind of goods is traceable to capital, and 
thus to the sacrifice termed abstinence.”? From this it 
might be inferred that Professor Clark is disposed to enter 
upon that mode of explaining interest which we all know 
as the abstinence theory. But other expressions indicate 
that such an inference is not warranted. Thus he says 


1 Bee above, p. 249. 2 Page 398. The Italics are mine. 
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expressly that he does not regard it as necessary to con- 
sider abstinence an “economic merit” or to “justify in- 
terest on the ground of it’; and he adds with emphasis 
that “‘the power of capital to create product is the basis 
of interest.”* Such utterances, taken by themselves, 
imply that Professor Clark would not use the principle of 
abstinence even for justifying interest, as distinguished 
from a theoretical explanation of its existence. But, 
further, he sets forth with great distinctness that he believes 
abstinence to have to do only with the creation of new capi- 
tal and to be wholly a “dynamic phenomenon.”? His 
theory of capital is developed as to a static state, in which 
there is no abstinence All this seems to me to show that 
Professor Clark is not disposed to rest the theoretic explana- 
tion of interest as a static phenomenon on the dynamic 
phenomenon of abstinence. Such an interpretation of his 
view is confirmed by his earlier unqualified polemic against 
me, in which he combated my views on the ground that 
they regarded interest as a payment for vicarious waiting.‘ 

Professor Clark’s views are not made clearer to me 
by a passage in which he ascribes a part of the 
product to “the sacrifice termed abstinence,” and cites 
with approval certain expressions of Professor Giddings. 
Professor Giddings seemed to me to find the cost of pro- 
duction of capital not in abstinence, but in the increased 


1 Pages 134, 135. 


2 Page 134. It deserves to be noted that Professor Clark rejects that later for- 
mulation of the abstinence theory, according to which there is supposed to be only 
waiting, not complete abstinence. He says in unqualified terms ‘‘Abstinence 

an enjoyr sat forever” (p. 134). 


3**In the static state there is no abstinence or creation of new capital.” ‘‘The 
static hypothesis excludes abstinence’’ (p. 136). Professor Fetter’s view is different 
He distinguishes between ‘‘conservative” and ‘‘cumulative” abstinence. Prin- 
ciples of Economics, p. 163. 

4“The Origin of Interest,” Quarterly Journal of Economics, April, 1895, pp. 
250-261. ‘‘Interest is a static income . . . Interest is to be accounted for by a 
cause that would act in a static society. . . . Creating new capital is not a part 
of the procees by which interest is secured. ...A static condition excludes ab- 
stinence, but admits of the earning of interest.” 
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irksomeness of the later and more fatiguing hours of labor. 
But Professor Clark does not consider this topic at 
length, saying that “full study of this point would detain 
us too long.”? I will, therefore, content myself with 
two general remarks. In the first place the abstinence 
theory rests on certain premises and leads to certain con- 
sequences which cannot be made consistent with Profes- 
sor Clark’s theory of productivity. In the second place 
the abstinence theory itself has its critical defile, through 
which the searcher for an explanation of interest must 
pass. A simple acceptance of its fundamental notions, 
without express discussion of the difficulties which it pre- 
sents, cannot be supposed to bring us nearer to any solu- 
tion. 


Vi. 


I have said much, perhaps too much, on the details of 
Professor Clark’s theory. But I believe that careful and 
detailed examination is the best tribute of respect I can 
pay to my honored opponent. What now shall I say in 
conclusion as to the whole? 

I believe that Professor Clark has planted in the midst 
of rich and ingenious thoughts a fatal notion. This his 
lively imagination has pictured to him as if it had sub- 
stance and reality. In fact, it covers up an unsubstantial 
figure, an empty form of speech and thought. This notion 
infects his whole scientific system. Wherever it touches, 
—and unfortunately it touches almost every part of the 
system,—it dwarfs and withers. 

Thus some parts of his teaching, lying nearest to this 
notion, are simply erroneous, such as the explanation of 
interest or the theory of the annihilation of periods of 


1 Quarterly Journal, July, 1889, p. 503, ff.; January, 1890, 172, ff., besides 190, ff. 
2 Page 398, Distribution of Wealth. 
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production. Where he succeeds in keeping to the truth 
of actual life, he is compelled to find his way by artifices 
which sometimes run directly counter to the natural pro- 
cedure. Let me call attention, for instance, to his excellent 
statement of the sufficiently familiar fact that a change in 
the quantitative relation of the labor and capital leads 
also to a change in the form of capital, in the kind of labor, 
and so in the whole process of production.’ This is a 
matter sufficiently familiar to every one who understands 
that the use of “capital” means the application of the 
“capitalistic” method of production, and that the increase 
or decrease in the quantity of capital affects the methods 
of production. Professor Clark, however, approaches 
this subject from the wrong point of view” He begins 
by assuming a given amount of capital (which he states, 
somewhat superficially, in terms of dollars), and then dis- 
covers that a change in the amount of capital leads to a 
change in its form, and that this change in form leads to a 
change in the application of labor: whereas the whole 
change begins with a different application of labor.’ 

In other places Professor Clark’s exposition suffers 
from insufficient development. His propositions are not 
fully explained. This arises, in part, because his peculiar 
point of view prevents him from seeing the importance of 
a full explanation. Partly it is due to the fact that a more 
detailed statement would bring out certain points at 
which the theory of true capital comes into conflict with 
established fact. This conflict is concealed by the absence 
of complete and explicit exposition. The theory of “ capi- 
tal goods” suffers not less, even tho Professor Clark de- 
clares an exposition of this theory necessary side by side 


1 See pp. 159, ff.; 170, 174, ff.; 186, ff. 2 137, ff. 


3 That such a method of production may begin at all, it is necessary that people 
should have subsistence (on the question which people must have subsistence, see 
my Positive Theory, pp. 319, 410, English edition). I maintain this opinion, not- 
withstanding Professor Clark’s objections on p. 149. He there combats an inac- 
curate statement of a proposition which remains fundamentally true. 
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with that of “true capital.” The same essential defect 
appears in the brevity of the statement of the theory of 
value. I miss, more particularly, careful exposition as to 
the value of producers’ goods and their relation to the value 
of the consumers’ goods derived from them.' 

It is significant that, notwithstanding the greatest 
circumspection on the part of Professor Clark, he is unable 
at times to conceal the inconsistency between that which 
he teaches in the name of true capital and that which he 
must teach in view of obvious facts and settled principles. 
Naturally, these inconsistencies appear when he discusses 
—briefly, to be sure—capital goods, and especially the 
bearing of the principle of imputation as to capital goods 
and true capital. For instance, Professor Clark repeatedly 
says that capital goods create and earn their gross prod- 
uct? Now it is fundamental in his system that every 
factor of production receives that which it ‘“‘creates,’’ 
that which “‘is due to it” or is imputable to it. Hence 
there must be imputed to a capital good its whole gross 
yield. Nevertheless, Professor Clark says with equal dis- 
tinctness—in contradiction, not only to the truth, but to 
his own doctrines—that the “net product” of any instru- 
ment, for instance of a concrete capital good, is the only 
product that is imputable to it.’ 

1 Various passages ip Professor Clark’s book touch on the theory of value, but 
contain no consistent theory of value, touching as they do some points very fully 
and quite neglecting others. In Chapter XXIV. there aresome complicated remarks 
about the ultimate unit of value. These seem to me similar to the theory of true 
capital: they afford a second example of Professor Clark’s bent for artificial inter- 
pretations. Still another example of this characteristic appears in his extraordi- 
nary generalisation of the principle of ‘‘rent.” This leads him to the conclusion, 
among others, that the wages, even of themost common labor, are to be regarded as 


rent, arising from its superiority over absolutely useless labor. See p. 350; compare 
also 191, 349; see Professor Fetter’s excellent remarks in his Principles, p. 205. 


2 Pages 270-272, 335. 

3 Page 350. Thie expression is by no means a solitary one. Elsewhere also, 
see pp. 349, 351, 355, 357, 358, 361, 363. The product of a factor is identified 
with its net rent. The net rent is what is ‘‘traceable” to the factor. This thought 
is applied not only to ‘‘true capital,’ but in express terms to ‘‘capital goods,’’ 
such as tools, instramente, ships, machines, buildings. - 
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Les extrémes se touchent. A greater contrast cannot be 
conceived than that between the systems of Marx and of 
Professor Clark. The main thesis of the latter is that in 
modern society, under free competition, every factor tends 
to receive what that factor has produced. Marx, on the 
contrary, teaches that the characteristic of modern society 
is the robbery, by the capitalists from the laborers, of 
part of the laborers’ product. And yet Clark constantly 
reminds me of Marx and his ways. Both have high 
powers of systematic thought. Both have an overflowing 
imagination, with a tendency to mystical construction. 
In both the starting-point of the systems is found not in 
facts, but in a dialectic syllogism. Marx’s syllogism, going 
back to Aristotle, finds the essence of the exchange of com- 
modities in an equation of labor quantities. Clark begins 
by assuming that permanent capital must be something 
different from the perishable capital goods. Marx strips 
commodities of every other quality, and treats them as so 
much labor jelly. Clark thinks of capital as a quantum 
of value “imputed” in material goods. He strips off 
everything which may suggest material existence, and re- 
tains only a value jelly, existing eternally, never destroyed, 
which is the true twin of Marx’s labor jelly. 

Both use the utmost endeavors to keep their systems 
free from formal inconsistencies. Hence they fail to de- 
velop certain topics which would open up such inconsis- 
tencies. Marx neglects the effect of competition on value. 
Clark passes by the theory of capital goods and the theory 
of the value of producers’ goods. And yet with both the 
inherent inconsistencies in the end necessarily come to the 
surface. 

But I find points of resemblance, not only in their mode 
of thought, but also, notwithstanding divergence in the 
outcome, in the substance of their teaching. Two points 
of resemblance seem to me especially noticeable. Marx, 
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as is well known, when considering the troublesome fact 
of skilled labor, gives such labor a much higher value than 
common labor, and resorts to the dialectic explanation 
that one day of skilled labor “represents” several days 
of common labor. In precisely the same way, Professor 
Clark says that the man of the highest grade “represents 
many units of labor in the abstract.”' Again, they 
resemble each other in their denial or misconception of the 
influence of time and of periods of production spreading 
through time. Marx ignores completely the existence of 
an interval between the exertion of labor and the emer- 
gence of an enjoyable product. He denies that the capital- 
ist “advances” wages to the laborer. Hence he concludes 
that the laborer should receive, at the very instance of 
applying his labor, precisely the quantity of enjoyable 
products which will appear in the future as the product of 
his labor. Professor Clark also teaches that production 
brings enjoyable results without an interval of time. His 
only defence against Marx’s corollary is to turn to his 
true capital as a deus ex machina: this magical creature 
has imputed to it those contributions which sober logic 
would ascribe proximately to capital goods, and in the end 
to the labor which created the capital goods.” 

My criticism of the two is the same. Marx has resorted 
to empty dialectics, not to facts, as the foundation of his 


1 Page 365. 

? The points at which the two sets of doctrine meet and part company may 
also be defined thus. Both deny and try to eliminate the influence of time. Hence 
both confound the claims of the several sets of labor exerted at different times. 
But they do this from opposite directions and with opposite tendencies. Marx 
fallaciously ascribes to the labor of the present, the claims of labor of the past, in 
order that he may allot to present labor as much of present product as the earlier 
labor would be entitled to to-day, if the division of the product were not to take 
place until to-day. Clark, on the other hand, no less fallaciously ascribes to present 
labor smaller claims, corresponding to the less value which such labor undoubtedly 
has in the present, and puts this present labor in place of that of earlier date. He 
then can plausibly ascribe to labor in general a less amount of the output than in 
fact is due to it. Both are guilty of the same confusion as to two essentially differ- 
ent quantities. Marx would turn over to labor the larger amount thus falsely 
differentiated, Clark would turn over the smaller. 
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theory of distribution. Clark has resorted to no less empty 
dialectics in order to combat Marx’s reasoning. 

Our science has suffered much from the sway of words; 
more, perhaps, than any other science except philosophy. 
Touched by the spirit of modern science, it has begun to 
consider critically, step for step, wherein its conclusions 
rest on the basis of facts. Based as it must be partly on 
empirical psychology, partly on natural science, it en- 
deavors so to develop its doctrines that they shall never 
be left without foundation, but shall always deal with 
facts such as the sister sciences can continue to elucidate. 
But Professor Clark’s true capital abides with no such 
facts. His theory of capital entices us from the sober, 
solid paths which modern science in all its branches tries 
to follow. It relapses into a mode of scientific thought 
from which we have slowly, but successfully freed ourselves. 
Hence, with every respect for the intellectual quality of 
my opponent, I must oppose his doctrines with all pos- 
sible emphasis, in order to defend a solid and natural 
theory of capital against a mythology of capital. © 


E. 


CONSTANT AND VARIABLE RAILROAD EXPEN- 
DITURES AND THE DISTANCE TARIFF. 


In most discussions of railroad expenditures a distinction 
is made between ‘“‘constant,” ‘‘ fixed,” ‘‘general,’”’ ‘‘com- 
mon account,” or “‘joint”’ expenditures, on the one hand, 
and “‘special,’”’ ‘‘ variable,” or ‘‘ additional” expenditures, 
on the other. It is the purpose of the present paper to 
point out some confusion of thought commonly met with 
in these discussions, and then to apply the distinction 
between constant and variable expenditures to the problem 
of the distance tariff. 

Two related distinctions are frequently not clearly 
separated. The distinction between general and special 
expenses is not identical with the distinction between 
constant and variable expenses. The former refers to 
the familiar fact, which need not be elaborated here, that 
all of a railroad’s expenses cannot be traced to particular 
units of the traffic. The latter refers to the fact that some 
expenses grow and others do not grow as the traffic grows. 
But both distinctions are vague when stated in this general 
form. The content of the terms “‘ general” and “special” 
varies with the unit of the traffic taken for the basis of 
distribution. Practically, no expenses can be traced to a 
particular shipment. Some can be traced to large classes 
of traffic, such as the coal traffic, or to separate trains; and 
still more can be traced to the freight traffic as a whole; 
and, finally, some cannot be traced at all. Again, the 
proportion of expenditures to be considered constant is 
indefinite until a period of time is specified. Some ex- 
penditures that remain constant for a year will be found to 
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have varied in the course of a decade. This will be ex- 
plained more fully presently. However, while these two 
distinctions are not identical, they are nevertheless related. 
Expenses that can be traced to particular shipments are 
clearly variable when even the shortest period of time is 
under consideration; but expenditures that can be traced 
to large units of the traffic only, may remain constant for 
a long period of time, such as the expense of maintaining 
a freight station. Again, expenses that clearly cannot be 
traced to either the freight or passenger traffic do never- 
theless grow on account of the traffic when the period of 
time under consideration is long enough, as when a second 
track becomes necessary. 

In the theory of railroad rates it is the distinction 
between constant and variable expenses that is of first 
importance rather than that between general and special 
expenses.’ The fact that practically no expense can be 
specifically traced to a box of soap is by no means proof 
that expenses can be practically ignored in making rates 
on soap. But, if it can be shown that this box of soap 
directly or indirectly is the cause of a growth in expenses, 
then such growth in expense must be attributed to it if 
we wish to observe the fundamental economic principle 
of a maximum return for a given effort. If a commodity 
cannot bear the expense which is causally attributable to 
it, it is not worth carrying. Variable expenses, being 
caused by a growth in traffic, must be attributed to specific 
shipments by averages where they cannot be specifically 
traced. 


This requires somewhat closer examination. As has 
just been stated, the meaning of the distinction between 
constant and variable expenditures depends upon the 
length of time under consideration. Some expenses grow 

1Compare Taussig, Quarterly Journal of Economics, vol. v. pp. 448-449; and 


Acworth, Elements of Railway Economics, p. 50; and A. v. d. Leyen, Archiv fiir 
Bisenbahnwesen, 1905, p. 762. 
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by jerks.’ Let us take the case of a small railroad with one 
locomotive which is now hauling five cars daily. The 
manager might say five additional cars would add but 
slightly to the total expense, and he could take them at a 
rate which little more than covered the extra labor, fuel, 
etc. If he continued this process, he would soon reach the 
limit of that locomotive and be compelled to add another. 
The capacity of this second one would now be only partly 
utilized, and more cars could again be taken at a slightly 
additional expense until this second locomotive was taxed 
to its capacity. As a matter of fact, each car of additional 
traffic was equally responsible for the second locomotive, 
only the additional expense was temporarily disguised. 
A steady growth in traffic will result in a jerky but never- 
theless inevitable growth in locomotive expense. In a 
longer period the same thing would hold for other ex- 
penditures, such as maintenance of way and structures, 
which are usually given as typical of the constant class. 
For the time being more trains can be run without uap- 
parent increase in the expenditure on the maintenance of 
way and structures, but, if the traffic keeps on growing, 
the line and terminals will become congested; that is, 
the pressure of diminishing returns will be severely felt, 
and new track or buildings must be added. 

This congestion may not be looked upon as something 
concerning only the dim future. President J. J. Hill is 
reported to have said recently :— 


The traffic increases wonderfully, but the railroad facilities have 
not been able to keep up the pace. This is why to-day your busi- 
ness in some respects is paralyzed, while you cry aloud for trans- 
portation help. Long paralysis means slow death. The fact is, 
probably 40 per cent. of your business to-day is without any facili- 
ties with which to handle it.? 

1C}. Sax, Die Verkehremittel in Volke u. Staatewirtechajt, 2 vols., Vienna, 
1878-79, vol. ii. p. 365. 
2 Railway Age, November 16, 1906. 
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The following quotations from a recent railroad report * 
illustrate the point specifically :— 


The tonnage shows an exceptional increase both in volume and 
mileage over that of 1904, the traffic for the year being much the 
heaviest in the history of the company, and, by reason of the liberal 
expenditures recently made in the construction of relief lines and 
large terminal yards and the substantial additions made to your 
motive power, the movement thereof has been materially improved. 

One of the most important matters which received attention 
during the past year was the providing of a sufficient water supply 
for present and future needs. Owing to the largely increased 
demand arising from the growth of the traffic, the former sources 
of supply had become inadequate. . . . 

The expenditures for the current year will include the extension 
of the four-track system on the Middle and Pittsburgh Divisions, 
and the necessary revision of the alignment and grades connected 
therewith. ... This will, however, not obviate the necessity for 
the construction of additional relief lines for the Pittsburgh and 
New York Divisions. As already stated, the low-grade freight 
line between York Haven and Glenloch will be placed in service 
in a few months. ... Another double track relief line is in operation 

... on the Middle Division. These two lines will amply provide 
not only for the prompt movement of the present traffic between 
the points named, but for a large increase, but it will be necessary 
to proceed at once with the construction of an additional freight 
line about fifty miles long between Morrisville and Newark... . 

The necessity for the prompt construction of these relief lines 
will be apparent when it is stated that the average daily movement 
of freight cars over the Allegheny Mountain summit for October, 
November, and December, 1905, and Jantary, 1906, was 5,669 
cars, with a maximum movement in twenty-four hours of 6,974 
cars. 


In a recent case before the Interstate Commerce Com- 
mission the Pennsylvania Railroad gave as its reason for 
refusing to join with the Enterprise Company in through 
rates that ‘‘its facilities are so congested in New York at 
the present time that it is only with great difficulty that 


‘ Fifty-ninth Annual Report, Pennsylvania Railroad Company, 1905. 
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it can handle the traffic now offered at that point.”* An 
official of the Southern Pacific Company testifies,?— 


The expenses have also been affected through the railroads 
having to handle much larger increases in traffic than they were 
prepared to do with existing facilities; and, although money has 
been freely spent to increase them, the result has been congested 
terminals and shops, as well as inability to make repairs on loco- 
motives and equipment when necessary. 


In the United States between 1894 and 1904 the second 
track mileage, yard track, and sidings increased 50 per cent. 
as against a 20 per cent. increase in the single track mileage. 

A traffic manager, eager to get business from his rivals, 
might easily ignore these long-time variations, and it is 
possible that this would result in carrying an amount of 
tonnage which is not worth carrying, even though each 
charge covered the apparent “additional expenses.” 
Take the following hypothetical case: Imagine a road that 
has just reached the point of congestion,and that rates are 
so adjusted as merely to cover the expenditures. Assume 
two kinds of traffic, the low-grade traffic making two- 
thirds of the tonnage and yielding one-third of the receipts, 
and the high-grade making one-third of the traffic and 
yielding two-thirds of the receipts, as follows:— 


Ton-miles. Rate. Revenue. 
ee 8,000,000 0.5 cents $40,000 
eee 4,000,000 2.0 cents 80,000 

12,000,000 $120,000 


Then assume that a parallel road is added, and that the 
same conditions throughout are repeated. Now if capital 
invested were perfectly fluid, and if no vested interests 
had been built up, it would pay to abandon one of these 


111 Interstate Commerce Commission Reports, p. 592. 
2? Hearings, 1904-05, Senate Committee on Interstate Coramerce, vol. iv. p. 3107. 
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roads and not to transport a large part of the low- 
tonnage; for, according to hypothesis, taking the two lines 
together, the low-grade traffic (16,000,000 ton-miles) is 
more than sufficient to congest one of them and would 
yield only two-thirds of the necessary expenses ($80,000 
instead of $120,000), while the high-grade traffic by itself 
could be carried on one road with a reduction in rates.’ 
This characteristic of railroad expenditures may he ex- 
emplified in many other directions. If a book-shelf is 
half filled, a few additional books will add nothing for the 
time being to the expense for shelves; but eventually a 
new case must be added. Again, a bank can add a few 
more accounts without increase in expense, but the time 
may come when its lobby is so crowded that it must pro- 
vide additional room. An electric lighting company will 
1In the United States statistics are not published showing what proportion of 
the total receipts is derived from each class of the traffic. On this point the Inter- 
state Commerce says: ‘‘We have also recently required carriers to 
furnish statistics ehowing rate per tone actually received forthe movement o 
certain kinds of carload traffic, but this requirement has not been generally complied 
with. At a conference with railway officials, when the advisability of requiring 
these returns was under consideration, it appeared that the carriers objected partly 
on the ground of expense in keeping the necessary statistics, but also for the reason 
that, if the public knew the rates actually received for the transportation of these 
commodities, it would have a tendéncy to create discontent with the rates” (Annual 


Report, 1905, p. 11). The following figures from Prussian railroad statistics may 
be of interest in this connection :>— 


Trarric anD Prusstan-Hussian Raruroaps, 1904. 
[From Archiv fur Eisenbahnwesen, April, 1906, pp. 357-358.] 


Per cent. = +5 
cen’ ue 
Not including Company and Government of Ton- rid Pfeanigs ‘ 
mileage. Tonnen 
ilometer.* 
freight and 0.9 4.17 16.42 
36 11.15 11.01 
jece-goods ....... x 
30.3 35.08 5.02t 
II. Exceptions-tariff ......... 63.9 46.37 2.59 
100.0 100.00 3.57 


* One Pfennig per Tonnenkilometer=.347 cents per ton-mile. 
t From 7.51 to 3.08, there being seven classes. 


| 
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crowd more and more dynamos into its present building, 
but eventually finds a larger one must be constructed. 
In all of these cases the question whether an additional 
service costs much or little depends entirely upon the length 
of time under consideration.’ 

The ignoring of long-time variations in expenditure is 
illustrated in the following statement of the considerations 
which led the Union Pacific Company to make a low rate 
on certain transcontinental traffic:— 


Now the question arose as to whether we might not better try 
to carry some of this freight at a cent and a half a pound rather 
than to continue without a share in the business. Bear in mind the 
fact that we had very large fixed expenses which it was necessary 
tomeet. First of all there was a large amount to be paid each year 
for interest on the bonds. This.interest was just the same whether 
we carried a million carloads of freight or carried none at all. 
Taking a thousand carloads of new business did not increase the 
interest that was to be paid by $1. Then upon a thousand miles 
of road we had a thousand men at work to keep up the road-bed, 
replacing the earth that was washed away by the rains and blown 
away by the winds, and, in general, seeing that the road-bed was 
kept in repair, that decaying ties were replaced by new ones, and 
so on. Then we had a hundred stations at each of which there 
was at least one man and usually several men. We had a general 
office to maintain and general officers and a clerical force to be paid 


‘From the purely theoretical standpoint this view of railroad expenditures 
involvesa partial denial of the validity of the analogy which Professor F. W. Taussig 
has drawn (Quarterly Journal of Economics, vol. v. p. 443) bet the producti 
of various classes of railroad services and the joint production of such commodities 
as gas and coke, altho in practice the objection may not be of much importance. 
Gas and coke are produced jointly in the sense that one cannot be produced without 
the other, and, no matter how large the production becomes, both will continue 
to be produced jointly. The coke can never be turned into gas. The production 
of coke does not, in thelong run, interfero with the production of gas. It is otherwise 
in the railroad business. For a long time the passenger service may seem a by- 
product, and so long the analogy referred to holds; but if we imagine a sufficient 
growth in the traffic, so that the line becomes gested, it is app t that the 
existence of the passenger traffic prevents the running of more freight trains on 
that line. Then, whether the freight business and passenger b are ducted 


on separate tracks or whether new tracks are added carrying both freight and 
passenger trains, neither service can be looked upon as a by-product of the other. 
It must be admitted, however, that in some parts of the country it may take half 
a century to congest a single track. 
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reasonable salaries. All these expenses and many others remained 
a constant quantity, which was but very slightly affected by taking 
some new business. We were obliged to send out a freight train 
each way every day, even though it might have but very little to 
carry. It cost us no more to add other cars to the train up to the 
limit that the engine could haul, and the difference between the 
cost of hauling a loaded car and an empty one is hardly perceptible.* 


Is the rotting of the ties a constant expense? Con- 
sidering that the rotting of the ties now laid will go on, 
whether we reduce the traffic by one-half or not, it would 
seem necessary to make an affirmative answer. But the 
fact that an expenditure once incurred cannot be put to 
another use should not blind us to the fact that but for 
the prospect of the increased traffic some of the ties would 
not have been laid; namely, those under the second, third, 
or fourth tracks. The question is not, What expenditures 
would disappear if a certain proportion of the traffic should 
be discontinued;? but, What expenditures would not now 
be incurred if that traffic had never been called forth? as- 
suming at the same time that the most efficient appliances 
had been acquired. Is the replacement of antiquated 
locomotives not yet worn out a constant expense?* Cer- 
tainly it is, if the traffic does not reach the capacity of one 
locomotive; but where the traffic grows, so that one loco- 
motive after another must be added, we cannot say that 
locomotive expenses are independent of the traffic. 

It thus appears that the expenditures that in the long 


‘run increase on account of the traffic are more important 


than one might suppose from an attempt to distribute the 
expenditures of any one year to specific shipments‘ It 


1 Hearings, 1904-05, Senate Committee on Interstate Commerce, vol. ii. p. 1685. 
2 Compare Acworth, Elements of Railway Economica, p. 35. 
3 Idid., p. 38. 


‘Interest charges are commonly regarded as constant, but they should be 
considered variable to the same degree as is the maintenance of the concrete capital 
goods which were purchased with the capital outlay. 


i! 
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will be of interest to compare with this theoretical conclu- 
sion the actual growth of railroad expenditures in the 
United States. The following table shows the growth of 
traffic and expenditure for a period of ten years, the actual 
amounts having been reduced to index numbers with 1895 
as a base :— 


ae 100 100 100 100 100 100 

. Sacer 111.8 | 107 111.2 | 117.9 | 103.1 99.4 
111.6 | 100.5 | 108.5 | 106.4 99.8 98.4 
133.8 | 109.7 | 120.4 | 124.9) 109.1 101.1 
145.1 | 119.7 | 126.8 | 134.6 | 115.6 | 110.0 
. 166.1 | 131.5 | 150.4 | 164.2 | 126.9 | 112.7 
oe 172.5 | 142.3 | 164.6 | 173.2 | 135.5 | 121.8 
re 184.5 | 161.5 | 185.2 | 200.2 | 151.7 | 131.4 
203.2 | 171.6 | 198.6 | 225.6 | 174.7 | 142.1 
re 179.8 | 194.8 | 250.7 | 188.6 | 153.5 


Maintenance of equipment increased most rapidly, and 
after 1900 even more rapidly than the ton mileage. 
Maintenance of way and structures increased less rapidly 
than the ton-mileage, but more rapidly than conducting 
transportation, which is usually looked upon as a variable 
expense. General expenses increased most slowly of all. 
In interpreting these figures, it is necessary to bear in mind 
that in a period of prosperity much renewing is done that 
was neglected in a period of depression, and that much new 
construction is charged to operating expenses. If in the 
above table the amount per mile had been taken as a 
basis instead of the total expenditure of each class, there 
would have been no important difference in the result. 
So far as the figures go, they show a rapid increase in all 
the important lines of expenditure. 

It is not to be supposed, however, that the ordinary 


Mainte- Conduct- 
Ton- | Passen- | nance of Maat, ing |General 
miles. ft. Way and Equip- Trans- Ex- 
Struct- ment. porta- | penses. 
| 
| 


—— 
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distinction. between constant and variable expenditures 
is without merit. The following table shows that, as a rule, 
the per cent. which maintenance of way and structures is 
of the total expense is greater in regions of light traffic, 
altho some douht is thrown on the rule by a comparison 
of Groups III. and VI., I. and II., VII. and VIII., and IX. 
and X. 

TRAFFIC DENSITY AND RELATIVE IMPORTANCE OF EXPENDITURES 


FOR MAINTENANCE OF WAY AND STRUCTURES, RAIL- 
ROAD OF UNITED STATES, 1904. 


Per Mile of Line. oot 
Territorial Group. 
Ton-miles. | Passenger | Operating Total 

628.7 286.5 16.48 12.79 
See 2,059.1 246.5 17.35 12.32 
ire 1,379.7 120.5 19.12 14.69 
eee 710.4 57.4 19.37 13.80 
554.1 59.9 21.83 16.33 
681.0 80.8 19.81 14.83 
ee 542.1 66.9 23.52 16.66 
Se 444.8 56.4 20.92 15.04 
397.1 49.1 20.09 14,95 
533.9 111.9 23.10 14.00 


Suppose, then, we had determined the per cent. of the 
expenditures of a particular railroad which at present 
are to be considered variable and the per cent. to be con- 
sidered constant.' What is to be done.with them?? By 
definition the variable expenses are those that are caused 
by a growth in the traffic, and hence every item which 
contributes to that growth ought to share in the variable 

1 An expenditure that grows less rapidly than the traffic may be looked upon 
as composed of two parts, one absolutely constant and the other varying with the 


traffic. Thus, if a threefold increase in the traffic causes expenses to increase from 
z to 2z, we may assume that half the expenses remained absolutely constant and 


half increased with the traffic, since £43 = 22. 


*The discussion which follows assumes that competition between railroads 
bas been eliminated. 
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expenses, not as a matter of fairness or justice, but as a 
necessary consequence of our endeavor to avoid waste. 
If a commodity cannot bear its share in the variable ex- 
penses, it is not worth moving. In determining this share 
of the variable expenses, it would be necessary to classify 
traffic with reference solely to the difficulty of handling 
and hauling it; that is, with reference to bulk, weight, 
risk, etc. In short, the “natural” system, exemplified in 
the early history of German railroads, while not valid so far 
as the total expenses are concerned, is sound so far as the 
variable expenses are concerned. Why an attempt to 
impose an average of all expenses on each unit of the traffic 
would be unwise has been so frequently explained that it 
need not be discussed here. There is, however, one con- 
dition under which an average of all costs would indicate 
the minimum charge to be made in any case, and that is 
when a road of such size that it can use the most efficient 
methods and appliances is on the point of congestion. 
A simple illustration will make this point clear. Suppose 
that a book shelf having a capacity of one hundred books 
costs $5. When the shelf is half filled, the average cost is 
ten cents per book, but that would not be the cost of keeping 
books in the long run. The true cost—the cost in the long 
run—is found by noting the average cost when a shelf is 
congested; that is, five cents. For temporary purposes 
it would of course be possible to go below such a mini- 
mum, as when getting a back load for cars that would 
otherwise go empty. 

Since the constant expenditures are by definition in- 
dependent of the volume of the business, they may be 
distributed without reference to the expense of handling 
the separate classes of traffic, so that charging what the 
traffic will bear (when total earnings have been limited) is 
justified from the social standpoint. Indeed, that policy 
is imperative, if we wish to have a maximum production 


i 
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of wealth. But how can one determine what the traffic 
can bear? It is at this point that considerations of justice 
or fairness enter into the problem of rate-making. As 
between different classes of commodities, the value prin- 
ciple, altho not entirely satisfactory theoretically,’ is 
simple and sanctioned by custom as an indication of what 
the traffic will bear; but, in distributing constant expenses. 
between freight and passenger traffic, the value principle 
fails completely. If it is thought desirable to stimulate 
social intercourse by low fares, the passenger department 
might, without violating economic principles, be relieved 
of all contributions to the constant expenditures. To 
the railroad owners this would, of course, be a matter of 
indifference if railroad earnings were regulated efficiently. 
Another way of developing a maximum passenger traffic 
without increasing the burden of constant expense borne 
by the freight traffic would be to introduce greater classi- 
fication in the passenger service, so that the constant ex- 
penses would be borne by the richer passengers. 

In the distribution of constant expenses between lo- 
calities the value principle also fails. This brings us to 
the much-debated subject of a distance tariff. This term, 
it may be noted, does not necessarily imply equal mileage 
rates; that is, that the total rate shall always be propor- 
tional to the distance. The charge per ton-mile may grow 
less as the distance increases. The most obvious consid- 
eration in favor of the application of some sort of distance 
tariff is that it appears to be an application of the principle 
that each commodity shall bear the expenses that can be 
attributed to it. It seems to be reasonable to say that, the 
further a thing is carried, the more expense it causes, and 

1 Some valuable articles may need special rates, as much as cheap commodities 
do; that is, the utility of the service in transporting an article of high value may 
be very small. Imagine two communities exactly alike in all of their facilities 


for production and also in their wants. None of the commodities produced by them, 
even the most valuable, could bear any charge for transportation. 


} 
| 
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the more it shall pay. This view of the matter is sound, 
so far as the variable expenses are concerned. If we could 
ignore the constant expenses, there would be no problem 
of the distance tariff. But it is apparent that it is possible 
to treat long-distance traffic as tho it were of low grade, 
it being relieved without economic loss of any contribution 


towards the constant expenses. 
Tn the following diagram let us suppose that a commodity 
3 
Y Ww 
R 
N P 
x E 


is offered for shipment from stations A, B, C, D, and E 
to a market at O. Let the utility of the transportation 
service be OT in each case (that is, the maximum charge 
which the commodity could bear), and let ON be the 
variable station expenditures (loading and unloading), 
which are assumed to be the same for each station, and let 
the distance between MN and NP be the variable haulage 
expenses due to distance, which may be assumed to increase 
equally per mile. If there were no constant expenses, the 
total charge would vary as indicated by the line NM. The 
traffic from stations beyond D would be killed, and prop- 
erly. To carry it would be a waste of effort. Now the 
constant expenses to be collected from this commodity 
may be distributed in a variety of ways. 


| 

| 
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If an attempt were made to impose them equally per 


_ unit of the commodity, we should have a total charge 


according to the line RS. The outer station would now 
be C. This results in a loss to the community as a whole 
to an extent represented by the area- VWM, and would 
require the addition of the constant expenditures VSMW 
to the burden of the traffic from O toC. Thus such a plan 
of equal distribution of the constant expenditures would 
result in higher rates, since the traffic that was killed by 
this policy did bear at least part of the constant expense. 
We must, therefore, decide against the policy of an equal 
distribution of constant expenses between short and long 
distance traffic. 

Again, the constant expenditures might be so imposed 
that the total charge would vary according to the broken 
line YWM, giving a uniform rate from O to C and an in- 
creasing rate from C to D. Here apparently is a justifica- 
tion for the group rate. Arbitrary as such a method of 
rate-making may seem, there would not be any objection 
to it from the standpoint of the maximum production of 
wealth, since it restricts no legitimate traffic. But there 
are also other methods of adjustment that will stand this 
test (for example, according to the line ZM in the diagram), 
so that the particular method to be adopted must take 
account of our notions of fairness or justice. Judging 
from current discussions and the practice of rate-making 
railroad commissions, a system of rates in which the total 
charge grows somewhat with the distance, with a decline 
in the rate per mile, would not be repugnant to prevailing 
ideas of justice, and, as has just been shown, such a system 
would meet the demands of a maximum production of 
wealth. 

But it will be asked, How shall we determine how fast 
the rate per mile ought to decline with the distance? 
This need not be determined arbitrarily. Returning to 


| 
| 
8 
| 
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the diagram, the slope of the line NM—that is, the in- 
crease in variable expenses as distance grows—is deter- 
mined by technical conditions which must be ascertained 
as nearly as practicable. The distance MD (the utility 
of service)—that is, the maximum amount which a com- 
modity can bear—is ascertained approximately by ex- 
periment or from past experience. The area ZNM—that is, 
the total contribution which this commodity may be called 
upon to make towards the constant expenses—is deter- 
mined by the same considerations which are used in classify- 
-ing commodities; namely, considerations as to what the 
traffic will bear, without involving questions of distance. 
Thus the same considerations which lead to the placing 
of coal in one class and silk in another would enable us to 
say what tax for defraying constant expenses may be levied 
on the coal traffic as a whole and what proportion of con- 
stant expenses should be borne by first-class traffic, etc. 
Thearea ZN M being dete: mined, thedistance OZ (the charge 
for the nearest station) is also determined, and the distance 
between ZM and OD indicates the charge for each separate 
station. All of this may seem ultra-theoretical, but, if the 
reasoning is accepted, the practical application is not com- 
plex. The rate of tapering should depart as little as pos- 
sible from that indicated by the growth in variable ex- 
penses; that is, the charge for the longest distance being 
kept at the variable expense attributable to the long- 
distance shipments, the charge for the short-distance 
shipments being made only so high as is necessary to meet 
constant expenditure when the intermediate shipments 
are charged according to a simple progression between 
these two extremes.’ 

The total charge, then, would continually increase with 
the distance, but the ton-mile charge would grow less for 


1 It is true there is no good economic reason why in the diagram line ZM should 
be straight. It might be curved (see Launhardt, Theorie der Tarifbildung, Berlin, 
1890, p. 60). The straight line satisfies current notions of justice. 
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two reasons: first, even if the general charges were im- 
posed equally per ton, there would be a decline in the ton- 
mile charge, because the fraction 


constant charge + station charge + (haulage rate x miles) 
miles 


decreases as the miles increase. But, if this were the only 
decrease, there would be a restriction in the traffic, as has 
been shown; but in the plan proposed the constant charge 
also decreases with the distance until at the outermost 
station it is zero. 

In the foregoing discussion it was assumed that the 
growing expense due to distance restricted the area over 
which the commodity could be transported. This may 
not be true with commodities for which the utility of the 
transportation service is high, and in this case a flat rate 
could be justified for any distance. In other words, the 
lower a commodity stands in the classification, the less 
justification there is for one rate, regardless of distance.’ 

M. O. Lorenz. 
University oF WISCONSIN. 
‘Several of the points here made are presented by E. Offenberg in the Archiv fiir 


Bisenbahnwesen, 1892, p.1, to which the present writer did not have access until 
after the foregoing had been put in print. 


| | 


THE SOCIALIST ECONOMICS OF KARL MARX 
AND HIS FOLLOWERS. 


II, Tae Later Marxism. 


Marx worked out his system of theory in the main during 
the third quarter of the nineteenth century. He came 
to the work from the standpoint given him by his early 
training in German thought, such as the most advanced 
and aggressive German thinking was thru the middle 
period of the century, and he added to this German 
standpoint the further premises given him by an excep- 
tionally close contact with and alert observation of the 
English situation. The result is that he brings to his 
theoretical work a twofold line of premises, or rather of 
preconceptions. By early training he is a neo-Hegelian, 
and from this German source he derives his peculiar 
formulation of the Materialistic Theory of History. By 
later experience he acquired the point of view of that 
Liberal-Utilitarian school which dominated English thought 
thru the greater part of his active life. To this ex- 
perience he owes (probably) the somewhat pronounced 
individualistic preconceptions on which the doctrines of 
the Full Product of Labor and the Exploitation of Labor 
are based. These two not altogether compatible lines 
of doctrine found their way together into the tenets of 
scientific? socialism, and give its characteristic Marxian 
features to the body of socialist economics. 

The socialism that inspires hopes and fears to-day is of 


1 The substance of lectures before students in Harvard University in April, 1906. 


2**Scientific’”’ is here used in the half technical sense which by usage it often 
has in this connection, designating the theories of Marx and his followers. 


| 

| 


300 QUARTERLY JOURNAL OF ECONOMICS 


the school of Marx. No one is seriously apprehensive of 
any other so-called socialistic movement, and no one is 
seriously concerned to criticise or refute the doctrines set 
forth by any other school of “socialists.” It may be 
that the socialists of the Marxist observance are not always 
or at all points in consonance with the best accepted body 
of Marxist doctrine. Those who make up the body of 
the movement may not always be familiar with the de- 
tails—perhaps not even with the general features—of the 
Marxian scheme of economics; but with such consistency 
as may fairly be looked for in any popular movement the 
socialists of all countries gravitate toward the theoretical 
position of the avowed Marxism. In proportion as the 
movement in any given community grows in mass, ma- 
turity, and conscious purpose, it unavoidably takes on a 
more consistently Marxian complexion. It is not the 
Marxism of Marx, but the materialism of Darwin, which 
the socialists of to-day have adopted. The Marxist social- 
ists of Germany have the lead, and the socialists of 
other countries largely take their cue from the German 
leaders. 

The authentic spokesmen of the current international 
socialism are avowed Marxists. Exceptions to that rule 
are very few. On the whole, the substantial truth of the 
Marxist doctrines is not seriously questioned within the 
lines of the socialists, tho there may be some appre- 
ciable divergence as to what the true Marxist position is 
on one point and another. Much and eager controversy 
circles about questions of that class. 

The keepers of the socialist doctrines are passably 
agreed as to the main position and the general principles. 
Indeed, so secure is this current agreement on the general 
. principles that a very lively controversy on matters of 
detail may go on without risk of disturbing the general 
position. This general position is avowedly Marxism. 


| 
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But it is not precisely the position held by Karl Marx. 
It has been modernized, adapted, filled out, in response to 
exigencies of a later date than those which conditioned 
the original formulation of the theories. It is, of course, 
not admitted by the followers of Marx that any substan- 
tial change or departure from the original position has 
taken place. They are somewhat jealously orthodox, and 
are impatient of any suggested “improvements” on the 
Marxist position, as witness the heat engendered in the 
“revisionist” controversy of a few years back. But the 
jealous protests of the followers of Marx do not alter the 
fact that Marxism has undergone some substantial change 
since it left the hands of its creator. Now and then a 
more or less consistent disciple of Marx will avow a need 
of adapting the received doctrines to circumstances that 
have arisen later than the formulation of the doctrines; 
and amendments, qualifications, and extensions, with this 
need in view, have been offered from time to time. But 
more pervasive tho unavowed changes have come in 
the teachings of Marxism by way of interpretation and 
an unintended shifting of the point of view. Virtually, 
the whole of the younger generation of socialist writers 
shows such a growth. A citation of personal instances 
would be quite futile. 


It is the testimony of his friends as well as of his writ- 
ings that the theoretical position of Marx, both as regards 
his standpoint and as regards his main tenets, fell into 
a definitive shape relatively early, and that his later work 
was substantially a working out of what was contained 
in the position taken at the outset of his career.’ By the 

1 There is, indeed, a remarkable consistency, amounting substantially to an 
invariability of position, in Marx’s writing, from the Communist Manifesto to the 
last volume of the Capital. The only portion of the great Manifesto which became 


antiquated, in the apprehension of its creators, is the polemics addressed to the 
**Philosophical’’ socialists of the forties and the illustrative material taken from 
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latter half of the forties, if not by the middle of the forties, 
Marx and Engels had found the outlook on human life 
which came to serve as the point of departure and the 
guide for their subsequent development of theory. Such 
is the view of the matter expressed by Engels during the 
latter years of his life." The position taken by the two 
great leaders, and held by them substantially intact, was 
a variant of neo-Hegelianism, as has been indicated in 
an earlier section of this paper.? But neo-Hegelianism 
was short-lived, particularly considered as a standpoint 
for scientific theory. The whole romantic school of 
thought, comprising neo-Hegelianism with the rest, began 
to go to pieces very soon after it had reached an approach 
to maturity, and its disintegration proceeded with ex- 
ceptional speed, so that the close of the third quarter of 
the century saw the virtual end of it as a vital factor in 
the development of human knowledge. In the realm of 
theory, primarily of course in the material sciences, the 
new era belongs not to romantic philosophy, but to the 
evolutionists of the school of Darwin. Some few great 
figures, of course, stood over from the earlier days, but 
it turns out in the sequel that they have served mainly 
to mark the rate and degree in which the method of scien- 
tific knowledge has left them behind. Such were Virchow 
and Max Muller, and such, in economic science, were 
contemporary politics. The main position and the more important articles of 

conception, the doctrine of class struggle, the theory of 
value and surplus value, of increasing distress, of the reserve army, of the capital- 
istic collapse—are to be found in the Critique of Political Economy (1859), and 


much of them in the Misery of Philosophy (1847), together with the masterful 
method of analysis and construction which he employed thruout his theoretical 
work. 


1 Cf. Engels, Feuerbach (English translation, Chicago, 1903), especially Part 
IV., and various papers published in the Neue Zeit; also the preface to the Com- 
munist Manifesto written in 1888; also the preface to volume ii. of Capital, 
where Engels argues the question of Marx’s priority in connection with the leading 
theoretical principles of his system. 

2 Cf. Feuerbach, as above; The Development of Socialism from Utopia to Science, 
especially sections II. and III. 
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the great figures of the Historical School, and such, in a 
degree, were also Marx and Engels. The later generation 
of socialists, the spokesmen and adherents of Marxism 
during the closing quarter of the century, belong to the 
new generation, and see the phenomena of human life 
under the new light. The materialistic conception in 
their handling of it takes on the color of the time in which 
they lived, even while they retain the phraseology of the 
generation that went before them.' 

The difference between the romantic school of thought, 
to which Marx belonged, and the school of the evolution- 
ists into whose hands the system has fallen,—or perhaps, 
better, is falling,—is great and pervading, tho it may 
not show a staring superficial difference at any one point,— 
at least not yet. The discrepancy between the two is 
likely to appear more palpable and more sweeping when 
the new method of knowledge has been applied with fuller 
realization of its reach and its requirements in that do- 
main of knowledge that once belonged to the neo-Hegelian 
Marxism. The supplanting of the one by the other has 
been taking place slowly, gently, in large measure un- 


avowedly, by a sort of precession of the point of view — 


from which men size up the facts and reduce them to in- 


telligible order. 


The neo-Hegelian, romantic, Marxian standpoint was 


1 Such a socialist as Anton Menger, e.g., comes into the neo-Marxian school 
from without, from the field of modern scientific inquiry, and shows, at least vir- 
tually, no Hegelian color, whether in the soope of his inquiry, in his method, or in 
the theoretical work which he puts forth. It should be added that his Neue Staats- 
lehre and Neue Sittenlehre are the first socialistic constructive work of substantial 
value as a contribution to knowledge, outside of economic theory proper, that has 
appeared since Lassalle. The efforts of Engels (Ureprung der Familie) and Bebel 
(Die Frau) would scarcely be taken seriously as scientific monographs even by 
hot-headed socialists if it were not for the lack of anything better. Menger’s work 
is not Marxism, whereas Engels’s and Bebel’s work of this class is practically without 
value or originality. The unfitness of the Marxian postulates and thods for 
the purposes of modern science shows itself in the sweeping barrenness of socialistic 
literature all along that line of inquiry into the evolution of institutions for the 
promotion of which the materialistic dialectic was invented. 
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wholly personal, whereas the evolutionistic—it may be 
called Darwinian—standpoint is wholly impersonal. The 
continuity sought in the facts of observation and imputed 
to them by the earlier school of theory was a continuity 
of a personal kind,—a continuity of reason and consequently 
of logic. The facts were construed to take such a course 
as could be. established by an appeal to reason between 
intelligent and fair-minded men: They were supposed to 
fall into a sequence of logical consistency. The romantic 
(Marxian) sequence of theory is essentially an intellectual 
sequence, and it is therefore of a teleological character. 
The logical trend of it can be argued out. That is to say, 
it tends to a goal. It must eventuate in a consummation, 
a final term. On the other hand, in the Darwinian scheme 
of thought, the continuity sought in and imputed to the 
facts is a continuity of cause and effect. It is a scheme 
of blindly cumulative causation, in which there is no 
trend, no final term, no consummation. The sequence is 
controlled by nothing but the vis a tergo of brute causation, 
and is essentially mechanical. The neo-Hegelian (Marx- 
ian) scheme of development is drawn in the image of the 
struggling ambitious human spirit: that of Darwinian 
evolution is of the nature of a mechanical process.’ 
What difference, now, does it make if the materialistic 
conception is translated from the romantic concepts of 
Marx into the mechanical concepts of Darwinism? It 
distorts every feature of the system in some degree, and 
throws a shadow of doubt on every conclusion that once 


1 This contrast holds between the original Marxism of Marx and the scope 
and method of modern science; but it does not, therefore, hold bet the latter- 
day Marxiste—who are largely imbued with post-Darwinian concepte—and the 
non-Marxian scientists. Even Engels, in his latter-day formulation of Marxism, 
is strongly affected with the notions of post-Darwinian science, and reads Dar- 
winism into Hegel and Marx with a good deal of naiveté. (See his Feuerbach, 
especially pp. 93-98 of the English translation.) So, also, the serious but scarcely 
quite consistent qualifications of the materialistic conception offered by Engels 
in the letters printed in the Sozialistische Akademiker, 1895. 
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seemed secure.’ The first principle of the Marxian scheme 
is the concept covered by the term “Materialistic,”’ 
to the effect that the exigencies of the material means of 
life control the conduct of men in society thruout, 
and thereby indefeasibly guide the growth of institutions 
and shape every shifting trait of human culture. This \ 
control of the life of society by the material exigencies 
takes effect thru men’s taking thought of material 
(economic) advantages and disadvantages, and choosing 
that which will yield the fuller material measure of life. 
When the materialistic conception passes under the Dar- 
winian norm, of cumulative causation, it happens, first, 
that this initial principle itself is reduced to the rank of 
a habit of thought induced in the speculator who depends 
on its light by the circumstances of his life, in the way of 
hereditary bent, occupation, tradition, education, climate, 
food supply, and the like. But under the Darwinian 
norm the question of whether and how far material exigen- 
cies control human conduct and cultural growth becomes 
a question of the share which these material exigencies > 
have in shaping men’s habits of thought; 7.e., their ideals 

and aspirations, their sense of the true, the beautiful, and 

the good. Whether and how far these traits of human 
culture and the institutional structure built out of them 

are the outgrowth of material (economic) exigencies be- 
comes a question of what kind and degree of efficiency 
belongs to the economic exigencies among the complex of 
circumstances that conduce to the formation of habits. 

It is no longer a question of whether material exigencies 
rationally should guide men’s conduct, but whether, as a 


1 The fact that the th tical struct of Marx collapse when their elements 
are converted into the terms of modern science should of itself be sufficient proof 
that those structures were not built by their maker out of such elements as modern 
science habitually makes use of. Marx was neither ignorant, imbecile, nor disin- 
genuous, and his work must be construed from such a point of view and in terms 
of such elements as will enable his results to stand substantially sound and con- 
vincing. 
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matter of brute causation, they do induce such habits of 
thought in men as the economic interpretation presumes, 
and whether in the last analysis economic exigencies alone 
are, directly or indirectly, effective in shaping human 
habits of thought. 

Tentatively and by way of approximation some such 
formulation as that outlined in the last paragraph is ap- 
parently what Bernstein and others of the “revisionists” 
have been seeking in certain of their speculations,’ and, 
sitting austere and sufficient on a dry shoal up stream, 
Kautsky has uncomprehendingly been addressing them 
advice and admonition which they do not understand.’ 
The more intelligent and enterprising among the idealist 
wing—where intellectual enterprise is not a particularly 


1Cf. Voraussetsungen des Sosialismus, especially the first two (critical) chap- 
ters. Bernstein’s reverent attitude toward Marx and Engels, as well as his some- 
what old-fashioned conception of the scope and method of science, gives his discus- 
sion an air of much greater consonance with the orthodox Marxism than it really 
has. In his later expressions this consonance and conciliatory animus show up 
more strongly rather than otherwise. (See Socialism and Science, including the 
special preface written for the French edition.) That which was to Marx and 
Engels the point of departure and the guiding norm—the Hegelian dialectic—is to 
Bernstein a mistake from which scientific socialism must free itself. He says, e.g., 
(Voraussetzungen, end of ch. iv.), ‘“The great things achieved by Marx and Engels 
they have achieved not by the help of the Hegelian dialectic, but in spite of it.” 

The number of the ‘‘revisionists’”’ is very considerable, and they are plainly 
gaining ground as against the Marxists of the older line of orthodoxy. Theyare by 
no means agreed among themeelves as to details, but they belong together by virtue of 
their endeavor to so jt (and amend) the Marxian system as to bring it into 
consonance with the current scientific point of view. One should rather say 
points of view, since the revisionist endeavors are not all directed to bringing the 
received views in under a single point of view. There.are two main directions of 
movement among the revisionists: (a) those who, like Bernstein, Conrad Schmidt, 


Tugan- 
point of modern science, essentially Darwinists; and (b) those who aim to return 
to some footing on the level of the romantic philosophy. The best type and the 
strongest of the latter class are the neo-Kantians, embodying that spirit of revul- 
sion to romantic norms of theory that makes up the philosophical side of the reac- 
tionary movement fostered by the discipline of German imperialism. (See K. 
Vorliinder, Die neukantische Bewegung im Sozialismus.) 
Except that he is not officially inscribed in the socialist calendar, Sombart 
eee as a particularly effective revisionist, so far as concerns the point 
of modernizing Marxism and putting the modernized materialistic conception to 
work. 


2 Cf}. the files of the Neue Zeit, particularly during the controversy with Bern- 
stein, and Bernstein und das Sozialdemokratische Programm. 
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obvious trait—have been struggling to speak for the view 
that the forces of the environment may effectually reach 
men’s spiritual life thru other avenues than the calcu- 
lus of the main chance, and so may give rise to habitual 
ideals and aspirations independent of, and possibly alien 
to, that calculus.’ 

So, again, as to the doctrine of the class struggle. In 
the Marxian scheme of dialectical evolution the develop- 
ment which is in this way held to be controlled by the 
material exigencies must, it is held, proceed by the method 
of the class struggle. This class struggle is held to be in- 
evitable, and is held inevitably to lead at each revolu- 
tionary epoch to a more efficient adjustment of human 
industry to human uses, because, when a large proportion 
of the community find themselves ill served by the current 
- economic arrangements, they take thought, band together, 

and enforce a readjustment more equitable and more 
advantageous to them. So long as differences of economic 
advantage prevail, there will be a divergence of interests 
between those more advantageously placed and those less 
advantageously placed. The members of society will take 
sides as this line of cleavage indicated by their several 
economic interests may decide. Class solidarity will arise 
on the basis of this class interest, and a struggle between 
the two classes so marked off against each other will set 
in,—a struggle which, in the logic of the situation, can end 
only when the previously less fortunate class gains the 
ascendency,—and so must the class struggle proceed until 


1The “idealist” socialists are even more in evidence outside of Germany. 
They may fairly be said to be in the ascendant in France, and they are a very strong 
and free-spoken contingent of the socialist movement in America. They do not 
commonly speak the language either of science or of philosophy, but, so far as their 
contentions may be construed from the standpoint of modern science, their drift 
seems to be something of the kind indicated above. At the same time the spokes- 
men of this scattering and shifting group stand for a variety of opinions and aspira- 
tions that cannot be classified under Marxism, Darwinism, or any other system of 
theory. At the margin they shade off into theology and the creeds. 
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it shall have put an end to that diversity of economic 
+J interest on which the class struggle rests. All this is 
logically consistent and convincing, but it proceeds on 
the ground of reasoned conduct, calculus of advantage, 
not on the ground of cause and effect. The class struggle 
so conceived should always and everywhere tend unre- 
mittingly toward the socialistic consummation, and should 
reach that consummation in the end, whatever obstruc- 
tions or diversions might retard the sequence of develop- 
ment along the way. Such is the notion of it embodied 
in the system of Marx. Such, however, is not the showing 
of history. Not all nations or civilizations have advanced 
unremittingly toward a socialistic consummation, in which 
all divergence of economic interest has lapsed or would 
lapse. Those nations and civilizations which have de- 
cayed and failed, as nearly all known nations aad civiliza- 
tions have done, illustrate the point that, however rea- 
sonable and logical the advance by means of the class 
struggle may be, it is by no means inevitable. Under the 
Darwinian norm it must be held that men’s reasoning is 
largely controlled by other than logical, intellectual forces; 
that the conclusion reached by public or class opinion is 
as much, or more, a matter of sentiment than of logical 
inference; and that the sentiment which animates men, 
singly or collectively, is as much, or more, an outcome of 
habit and native propensity as of calculated material in- 
terest. There is, for instance, no warrant in the Dar- 
winian scheme of things for asserting a priori that the 
class interest of the working class will bring them to take 
a stand against the propertied class. It may as well be 
that their training in subservience to their employers will 
bring them again to realize the equity and excellence of 
the established system of subjection and unequal distri- 
bution of wealth. Again, no one, for instance, can tell 
to-day what will be the outcome of the present situation 
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in Europe and America. It may be that the working 
classes will go forward along the line of the socialistic ideals 
and enforce a new deal, in which there shall be no economic 
class discrepancies, no international animosity, no dynas- 
tic politics. But then it may also, so far as can be fore- 
seen, equally well happen that the working class, with 
the rest of the community in Germany, England, or Amer- 
ica, will be led by the habit of loyalty and by their sports- 
manlike propensities to lend themselves enthusiastically 
to the game of dynastic politics which alone their sports- 
manlike rulers consider worth while. It is quite impos- 
sible on Darwinian ground to foretell whether the “pro- 
letariat”’ will go on to establish the socialistic revolution 
or turn aside again, and sink their force in the broad sands 
of patriotism. It is a question of habit and native pro- 
pensity and of the range of stimuli to which the proleta- 
riat are exposed and are to be exposed, and what may be 
the outcome is not a matter of logical consistency, but of 
response to stimulus. 

So, then, since Darwinian concepts have begun to domi- 
nate the thinking of the Marxists, doubts have now and 
again come to assert themselves both as to the inevitable- 
ness of the irrepressible class struggle and to its sole effi- 
cacy. Anything like a violent class struggle, a seizure 
of power by force, is more and more consistently depre- 
cated. For resort to force, it is felt, brings in its train 
coercive control with all its apparatus of prerogative, mas- 
tery, and subservience." 

So, again, the Marxian doctrine of progressive prole- 
tarian distress, the so-called Verelendungstheorie, which 


1 Thruout the revisionist literature in Germany there is visible a softening 
of the traits of the doctrine of the class struggle, and the like shows itself in the 
programs of the party. Outside of Germany the doctrinaire insistence on this 
tenet is weakening even more decidedly. The opportunist politicians, with strong 
aspirations, but with relatively few and ill-defined theoretical preconceptions, are 

ground. 


gaining 
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stands pat on the romantic ground of the original Marxism, 
has fallen into abeyance, if not into disrepute, since the 
Darwinian conceptions have come to prevail. As a mat- 
ter of reasoned procedure, on the ground of enlightened 
material interest alone, it should be a tenable position that 
increasing misery, increasing in degree and in volume, 
should be the outcome of the present system of ownership, 
and should at the same time result in a well-advised and 
well-consolidated working-class movement that would re- 
place the present system by a scheme more advantageous 
to the majority. But so soon as the question is approached 
on the Darwinian ground of cause and effect, and is 
analyzed in terms of habit and of response to stimulus, 
the doctrine that progressive misery must effect a social- 
istic revolution becomes dubious, and very shortly un- 
tenable. Experience, the experience of history, teaches 
that abject misery carries with it deterioration and abject 
subjection. The theory of progressive distress fits con- 
vincingly into the scheme of the Hegelian three-phase 
dialectic. It stands for the antithesis that is to be merged 
in the ulterior synthesis; but it has no particular force 
on the ground of an argument from cause to effect.’ 

It fares not much better with the Marxian theory of 
value and its corollaries and dependent doctrines when 
Darwinian concepts are brought in to replace the romantic 
elements out of which it is built up. Its foundation is the 
metaphysical equality between the volume of human life 
force productively spent in the making of goods and the 
magnitude of these goods considered as human products. 
The question of such an equality has no meaning in terms 
of cause and effect, nor does it bear in any intelligible 


und sesiale Bewegung, 5th edition, pp. 86-89. 
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way upon the Darwinian question of the fitness of any 
given system of production or distribution. In any evo- 
lutionary system of economics the central question touch- 
ing the efficiency and fitness of any given system of pro- 
duction is necessarily the question as to the excess of ser- 
viceability in the product over the cost of production.’ 
It is in such an excess of serviceability over cost that the -+- 
chance of survival lies for any system of production, in 
so far as the question of survival is a question of produc- 
tion, and this matter comes into the speculation of Marx 
only indirectly or incidentally, and leads to nothing in 
his argument. 

And, as bearing on the Marxian doctrines of exploitation, © 
there is on Darwinian ground no place for a natural right 
to the full product of labor. What can be argued in that 
connection on the ground of cause and effect simply is 
the question as to what scheme of distribution will help 
or hinder the survival of a given people or a given civili- 
zation.’ 

But these questions of abstruse theory need not be ? 
pursued, since they count, after all, but relatively little + | 
among the working tenets of the movement. Little need 
be done by the Marxists to work out or to adapt the 
Marxian system of value theory, since it has but slight 

1 Accordingly, in later Marxian handling of the questions of exploitation and 
accumulation, the attention is centred on the ‘‘surplus product” rather than on 
the * ‘surplus value.” It is also currently held that the doctrines and practical 
consequences which Marx derived from the theory of surplus value would remain 
substantially well founded, even if the theory of surplus value were given up. These 
secondary doctrines could be saved—at the cost of orthodoxy—by putting a theory 
of surplus product in the place of the theory of surplus value, as in effect is done by 


Bernstein (Sosialdemokratie in Theorie und Prazis, sec. 5. Also various of the essays 
included in Zur Geschichte und Theorie des Sozialiemua). 


2 The ‘‘right to the full product of labor” and the Marxian theory of exploi- 
tation associated with that principle has fallen into the background, except as a > 
campaign cry designed to stir the emotions of the working class. Even as a cam- 
paign ory it has not the prominence, nor apparently the efficacy, which it once had. 
The tenet is better preserved, in fact, among the ‘‘idealists,"”” who draw for their 
antecedents on the French Revolution and the English philosophy of natural rights, 
than among the latter-day Marxists, 
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bearing on the main question,—the question of the trend 
towards socialism and of its chances of success. It is con- 
ceivable that a competent theory of value dealing with 
the excess of serviceability over cost, on the one hand, 
and with the discrepancy between price and serviceability, 
on the other hand, would have a substantial bearing upon / 
the advisability of the present as against the socialistic / 
régime, and would go far to clear up the notions of both 
socialists and conservatives as to the nature of the pointd 
in dispute between them. But the socialists have not 
moved in the direction of this problem, and they have the 
excuse that their critics have suggested neither a question 
nor a solution to a question along any such line. None 
of the value theorists have so far offered anything that 
could be called good, bad, or indifferent in this connection, 
and the socialists are as innocent as the rest. Economics, 
indeed, has not at this point yet begun to take on a mod- 
ern tone, unless the current neglect of value theory by 
the socialists be taken as a negative symptom of advance, 
indicating that they at least recognize the futility of the 
received problems and solutions, even if they are not ready 
to make a positive move. 


The shifting of the current point of view, from romantic 
philosophy to matter-of-fact, has affected the attitude of 
the Marxists towards the several articles of theory more 
than it has induced an avowed alteration or a substitution 
of new elements of theory for the old. It is always pos- 
sible to make one’s peace with a new standpoint by new 
interpretations and a shrewd use of figures of speech, so 
far as the theoretical formulation is concerned, and some- 
thing of this kind has taken place in the case of Marxism; 
but when, as in the case of Marxism, the formulations of 
theory are drafted into practical use, substantial changes 
of appreciable magnitude are apt to show themselves in 


| 
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achanged attitude towards practical questions. The Marx- 
ists have had to face certain practical problems, especially 
problems of party. tactics, and the substantial changes 
wrought in their theoretical outlook have come into evi- 
dence here. The real gravity of the changes that have 
overtaken Marxism would scarcely be seen by a scrutiny-+ 
of the formal professions of the Marxists alone. But the 
exigencies of a changing situation have provoked readjust- 
ments of the received doctrinal position, and the shifting 
of the philosophical standpoint and postulates has come 
into evidence as marking the limits of change in their 
professions which the socialistic doctrinaires could allow 
themselves. 

The changes comprised in the cultural movement that 
lies between the middle and the close of the nineteenth 
century are great and grave, at least as seen from so near 
a standpoint as the present day, and it is safe to say that, 
in whatever historical perspective they may be seen, they 
must, in some respects, always assert themselves as unpre- 
cedented. So far as concerns the present topic, there are 
three main lines of change that have converged upon the 
Marxist system of doctrines, and have led to its latter-day 
modification and growth. One of these—the change in the 
postulates of knowledge, in the metaphysical foundations 
of theory—has been spoken of already, and its bearing on 
the growth of socialist theory has been indicated in certain 
of its general features. But, among the circumstances 
that have conditioned the growth of the system, the most 
obvious is the fact that since Marx’s time his doctrines 
have come to serve as the platform of a political move- 
ment, and so have been exposed to the stress of practical +. 
party politics dealing with a new and changing situation. 
At the same time the industrial (economic) situation to 
which the doctrines are held to apply—of which they are 
the theoretical formulation—has also in important respects 


| 
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changed its character from what it was when Marx first 
formulated his views. These several lines of cultural 
change affecting the growth of Marxism cannot be held 
apart in so distinct a manner as to appraise the work of 
each separately. They belong inextricably together, as 
do the effects wrought by them in the system. 

In practical politics the Social Democrats have had to 
make up their account with the labor movement, the 
agricultural population, and the imperialistic policy. On 
each of these heads the preconceived program of Marxism 
has come in conflict with the run of events, and on each 
head it has been necessary to deal shrewdly and adapt the 
principles to the facts of the time. The adaptation to 
circumstances has not been altogether of the nature of 
compromise, altho here and there the spirit of com- 
promise and conciliation is visible enough. A conciliatory 
party policy may, of course, impose an adaptation of form 
and color upon the party principles, without thereby seri- 
ously affecting the substance of the principles themselves; 
but the need of a conciliatory policy may, even more, 
provoke a substantial change of attitude toward practical 
questions in a case where a shifting of the theoretical point 
of view makes room for a substantial change. 

Apart from all merely tactical expedients, the experi- 
ence of the past thirty years has led the German Marxists 
to see the facts of the labor situation in a new light, and 
has induced them to attach an altered meaning to the 
accepted formulations of doctrine. The facts have not 
freely lent themselves to the scheme of the Marxist system, 
but the scheme has taken on such a new meaning as would 
be consistent with the facts. The untroubled Marxian 
economics, such as it finds expression in the Kapital and 
earlier documents of the theory, has no place and no use 
for a trade-union movement, or, indeed, for any similar 
non-political organization among the working class, and 
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the attitude of the Social-Democratic leaders of opinion 
in the early days of the party’s history was accordingly 
hostile to any such movement,'—as much so, indeed, as 
the loyal adherents of the classical political economy. 
That was before the modern industrial era had got under 
way in Germany, and therefore before the German social- 
istic doctrinaires had learned by experience what the 
development of industry was to bring with it. It was 
also before the modern scientific postulates had begun 
to disintegrate the neo-Hegelian preconceptions as to 
the logical sequence in the development of institu- 
tions. 

In Germany, as elsewhere, the growth of the capitalistic 
system presently brought on trade-unionism; that is to say, 
it brought on an organized attempt on the part of the 
workmen to deal with the questions of capitalistic pro- 


- duction and distribution by business methods, to settle 


the problems of working-class employment and livelihood 
by a system of non-political, businesslike bargains. But 
the great point of all socialist aspiration and endeavor 
is the abolition of all business and all bargaining, and, 
accordingly, the Social Democrats were heartily out of 
sympathy with the unions and their endeavors to make 
business terms with the capitalist system, and make life 
tolerable for the workmen under that system. But the 
union movement grew to be so serious a feature of the 
situation that the socialists found themselves obliged to 
deal with unions, since they could not deal with the 


1It is, of course, well known that even in the transactions and pronuncia- 
mentos of the International a good word is repeatedly said for the trade-unions, 
and both the Gotha and the Erfurt programs speak in favor of labor organiza- 
tions, and put forth demands designed to further the trade-union endeavors. But 
it is equally well known that these expressions were in good part perfunctory, and 
that the substantial motive behind them was the politic wish of the socialists to 
conciliate the unionists, and make use of the unions for the propaganda. The early 
expressions of sympathy with the unionist cause were made for an ulterior purpose. 
Later on, i the nineties, there comes a change in the attitude of the socialist 
leaders toward the unions. , 
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workmen over the heads of the unions. The Social Demo- 
crate, and therefore the Marxian theorists, had to deal . 
with a situation which included the union movement, and 
this movement was bent on improving the workman’s 
conditions of life from day today. Therefore it was neces- 
sary to figure out how the union movement could and must 
further the socialistic advance; to work into the body of 
doctrines a theory of how the unions belong in the course 
of economic development that leads up to socialism, and 
to reconcile the unionist efforts at improvement with the 
ends of Social Democracy. Not only were the unions 
seeking improvement by unsocialistic methods, but the 
level of comfort among the working classes was in some 
respects advancing, apparently as a result of these union 
efforts. Both the huckstering animus of the workmen | 
in their unionist policy and the possible amelioration of 
working-class conditions had to be incorporated into the 
4. socialistic platform and into the Marxist theory of economic 
development. The Marxist theory of progressive misery 
~-+-and degradation has, accordingly, fallen into the back- 
ground, and a large proportion of the Marxists have already 
come to see the whole question of working-class deteri- 
oration in some such apologetic light as is shed upon it 
by Goldscheid in his Verelendunys-oder Meliorations- 
theorie. It is now not an unusual thing for orthodox 
Marxists to hold that the improvement of the conditions 
4-of the working classes is a necessary condition to the ad- 
vance of the socialistic cause, and that the unionist efforts 
at amelioration must be furthered as a means toward the 
socialistic consummation. It is recognized that the social- 
istic revolution must be carried through not by an anemic 
working class under the pressure of abject privation, but 
by a body of full-blooded workingmen gradually gaining 
strength from improved conditions of life. Instead of 
the revolution being worked out by the leverage of des- 
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perate misery, every improvement in working-class con- 
ditions is to be counted as a gain for the revolutionary 
forces. This is a good Darwinism, but it does not belong 
in the neo-Hegelian Marxism. 

Perhaps the sorest experience of the Marxist doctrinaires 
has been with the agricultural population. Notoriously, 
the people of the open country have not taken kindly to 
socialism. No propaganda and no changes in the eco- 
nomic situation have won the sympathy of the peasant 
farmers for the socialistic revolution. Notoriously, too, 
the large-scale industry has not invaded the agricultural 
field, or expropriated the small proprietors, in anything -+ 
like the degree expected by the Marxist doctrinaires of a 
generation ago. It is contained in the theoretical system 
of Marx that, as modern industrial and business methods 
gain ground, the small proprietor farmers will be reduced 
to the ranks of the wage-proletariat, and that, as this 
process of conversion goes on, in the course of time the 
class interest of the agricultural population will throw 
them into the movement side by side with the other wage- 
workmen.’ But at this point the facts have hitherto not 
come out in consonance with the Marxist theory. And ~- 
the efforts of the Social Democrats to convert the peasant 
population to socialism have been practically unrewarded. 
So it has come about that the political leaders and the 
keepers of the doctrines have, tardily and reluctantly, 
come to see the facts of the agrarian situation in a new 
light, and to give a new phrasing to the articles of Marxian 
theory that touch on the fortunes of the peasant farmer. 


It is no longer held that either the small properties of the ss 


peasant farmer must be absorbed into larger properties, 
and then taken over by the State, or that they must be 
taken over by the State directly, when the socialistic revo- 
lution is established. On the contrary, it is now coming 


1Cf. Capital, vol. i., ch. xiii., sect. 10. 
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+ to be held that the peasant proprietors will not be dis- 


turbed in their holdings by the great change. The great 
change is to deal with capitalistic enterprise, and the 
peasant farming is not properly “capitalistic.” It is a 


~+- system of production in which the producer normally 


gets only the product of his own labor. Indeed, under 
the current régime of markets and credit relations, the 
small agricultural producer, it is held, gets less than the 
_ product of his own labor, since the capitalistic business 
enterprises with which he has to deal are always able to 
take advantage of him. So it has become part of the overt 
doctrine of socialists that as regards the peasant farmer 
it will be the consistent aim of the movement to secure 


+ him in the untroubled enjoyment of his holding, and free 


him from the vexatious exactions of his creditors and the 
ruinous business traffic in which he is now perforce in- 
volved. According to the revised code, made possible by 
recourse to Darwinian concepts of evolution instead of 
the Hegelian three-phase dialectic, therefore, and contrary 
to the earlier prognostications of Marx, it is no longer held 
that agricultural industry must go thru the capitalistic 
mill, and it is hoped that under the revised code it may 
be possible to enlist the interest and sympathy of this 
obstinately conservative element for the revolutionary 
cause. The change in the official socialist position on the 


~+ agricultural question has come about: only lately, and is 
scarcely yet complete, and there is no knowing what de- - 


gree of success it may meet with either as a matter of 
party tactics or as a feature of the socialistic theory of 
economic development. All discussions of party policy, 
and of theory so far as bears on policy, take up the 
question; and nearly all authoritative spokesmen of 


>} -secialiom have modified their views in the course of time 


on this point. 
The socialism of Karl Marx is characteristically inclined 
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to peaceable measures and disinclined to a coercive gov- 
{ ernment and belligerent politics. It is, or at least it was, 
strongly averse to international jealousy and patriotic 
animosity, and has taken a stand against armaments, 
wars, and dynastic aggrandizement. At the time of the 
French-Prussian war the official organization of Marxism, 
the International, went so far in its advocacy of peace as _) 
to urge the soldiery on both sides to refuse to fight. After 
the campaign had warmed the blood of the two nations, 
this advocacy of peace made the International odious in 
the eyes of both French and Germans. War begets patri- 
‘ otism, and the socialists fell under the reproach of not 
being sufficiently patriotic. After the conclusion of the 
war the Socialistic Workingmen’s Party of Germany 
sinned against the German patriotic sentiment in a similar 
way and with similarly grave results. Since the founda- 
tion of the empire and of the Social-Democratic party, the 
socialists and their doctrines have passed thru a further 
experience of a similar kind, but on a larger scale and more 
protracted. The government has gradually strengthened 
| its autocratic position at home, increased its warlike equip- 
ment, and enlarged its pretensions in international poli- 
tics, until what would have seemed absurdly impossible 
a generation ago is now submitted to by the German 
people, not only with a good grace, but with enthusiasm. 
During all this time that part of the population that has 
adhered to the socialist ideals has also grown gradually +— 
more patriotic and more loyal, and the leaders and keepers 
of socialist opinion have shared in the growth of chau- 
vinism with the rest of the German people. But at no 
time have the ‘socialists been able to keep abreast of the 
general upward movement in this respect. They have 
not attained the pitch of reckless loyalty that animates 
the conservative German patriots, although it is probably 
safe to say that the Social Democrats of to-day are as 
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*+-good and headlong patriots as the conservative Germans 
were a generation ago. During all this period of the new 
era of German political life the socialists have been freely 
accused of disloyalty to the national ambition, of placing 
their international aspirations above the ambition of 
imperial aggrandizement. 

The socialist spokesmen have been continually on the 
defensive. They set out with a round opposition to any 
considerable military establishment, and have more and 
more apologetically continued to oppose any “undue” 
extension of the warlike establishments and the warlike 
policy. But with the passage of time and the habitua- 
tion to warlike politics and military discipline, the infec- 
tion of jingoism has gradually permeated the body of 

+- Social Democrats, until they have now reached such a pitch 
of enthusiastic loyalty as they would not patiently hear a 
truthful characterization of. The spokesmen now are 
concerned to show that, while they still stand for interna- 
tional socialism, consonant with their ancient. position, 
they stand for national aggrandizement first and for in- 
ternational comity second. The relative importance of 

+-the national and the international ideals in German social- 
ist professions has been reversed since the seventies.’ 
The leaders are busy with interpretation of their earlier 
formulations. They have come to excite themselves over 
nebulous distinctions between patriotism and jingoism. 
The Social Democrats have come to be German patriots 
first and socialists second, which comes to saying that they 

~}are @ political party working for the maintenance of the 
existing order, with modifications. They are no longer a 
party of revolution, but of reform, tho the measure of 
reform which they demand greatly exceeds the Hohen./ 
zollern limit of tolerance. They are now as much, if not 


1Cj. Kautsky, Erfurter Programm, ch. v., sect. 13; Bernstein, Voraussetzungen, 
ch. iv., seet. e. 
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more, in touch with the ideas of English liberalism than 
with those of revolutionary Marxism. 

The material and tactical exigencies that have grown 
out of changes in the industrial system and in the political 
situation, then, have brought on far-reaching changes of 
adaptation in the position of the socialists. The change 
may not be extremely large at any one point, so far as 
regards the specific articles of the program, but, taken 
as a whole, the resulting modification of the socialistic 
position is a very substantial one. The process of change 
is, of course, not yet completed,—whether or not it ever 
will be,—but it is already evident that what is taking 
place is not so much a change in amount or degree of 
conviction on certain given points as a change in kind,—a 
change in the current socialistic habit of mind. 

The factional discrepancies of theory that have occupied 
the socialists of Germany for some years past are evidence 
that the conclusion, even a provisional conclusion, of the 
shifting of their standpoint has not been reached. It is 
even hazardous to guess which way the drift is setting. 
It is only evident that the past standpoint, the standpoint — 
of neo-Hegelian Marxism, cannot be regained,—it is a 
forgotten standpoint. For the immediate present the 
drift of sentiment, at least among the educated, seems to 
set toward a position resembling that of the National 
Socials and the Rev. Mr. Naumann; that is to say, im- 
perialistic liberalism. Should the conditions, political, 
social, and economic, which to-day are chiefly effective in 
shaping the habits of thought among the German people, 
continue substantially unchanged and continue to be the 
chief determining causes, it need surprise no one to find 
German socialism gradually changing into a somewhat 
characterless imperialistic democracy. The imperial policy 
seems in a fair way to get the better of revolutionary 
socialism, not by repressing it, but by force of the discipline 


+— 
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in imperialistic ways of thinking to which it subjects all 
classes of the population. How far a similar process of 
sterilization is under way, or is likely to overtake the social- 
ist movement in other countries, is an obscure question to 
which the German object-lesson affords no certain answer. 


THORSTEIN VEBLEN. 


STaNFORD UNIVERSITY. 
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LABOR ORGANIZATION AND LABOR POLITICS, 
1827-37. 


ENGLAND is considered the home of trade-unionism, but 
the distinction belongs to Philadelphia. Modern trade- 
unionism as an industrial and political force began with 
the coming together of previously existing societies from 
the several trades to form a central body on the repre- 
sentative principle. Working by themselves, these isolated 
societies could accomplish but little in the face of hostile 
governments and employers. Consequently, they inclined 
to secrecy or to cloak their movements under the garb of 
friendly benefits. But when they formed a representative 
body, they came out in the open, they encouraged each other 
in the spirit of aggressiveness, they greatly increased their 
membership, they organized the workmen in trades pre- 
viously unorganized. This was the real beginning, not only 
of trade-unions, but even of the term “ trades’ union.” 
For the term indicated originally not a union in a trade, 
but a union of trade “‘societies.’’ The latter was the usual 
name of the isolated organizations. The general public, 
however, which first came to know them and to take alarm 
when these societies joined themselves in a union of trades, 
transferred the name of the representative body to the pri- 
mary body. So that at the present time what was origi- 
nally a trades’ union has sought other names, such as 
Central Labor Union, Trades Council, Trades Assembly, or 
Federation of Labor. 

The first trades’ union in England was that of Manchester, 
organized in 1829, altho there seems to have been an 
attempt to organize one in 1824. But the first one in 
America was the “ Mechanics’ Union of Trade Associa- 
tions,” organized in Philadelphia in 1827, two years 
earlier. The name came from Manchester, but the thing 
from Philadelphia. Neither union lasted long. The 
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Manchester union lived two years, and the Philadelphia 
union one year. But the Manchester union died, and the 
Philadelphia union metamorphosed into politics. Here, 
again, Philadelphia was the pioneer, for it called into being 
the first labor party. Not only this, but thru the Me- 
chanics’ Union Philadelphia started probably the first 
wage-earners’ paper ever published,—the Mechanics’ Free 
Press,—antedating, in January, 1828, the first similar 
journal in England by two years. A three years’ file 
of the paper is preserved in perfect condition by the 
Pennsylvania Historical Society. The political movement, 
begun in Philadelphia, was taken up by New York, Al- 
bany, and Troy in 1829, by Boston in 1830, and by other 
places in the same years. It disappeared altogether in 
1831, after the older political parties had borrowed its 
planks and captured its leaders. 

But the trades’ union was again inaugurated two years 
later, in 1833, this time with a resolution learned from ex- 
perience to “keep out of politics.”” New York now took 
the lead, and organized the “General Trades’ Union,” 
bringing the name from England. Baltimore and Phila- 
delphia quickly followed, and in the next four years there 
were trades’ unions in a dozen cities from Boston to Wash- 
ington, and even as far west as Louisville. In New York, 
Baltimore, and Philadelphia these trades’ unions were 
remarkably aggressive and successful, and certainly in 
Philadelphia in 1835 and 1836 there was a larger proportion 
of the population enrolled as members.of labor organizations 
than there has been at any time in the seventy years that 
have followed. 

In 1834 these local unions formed a national association, 
which they called “The National Trades’ Union,” with a 
constitution and officers. Altho England also had its so- 
called national organization in 1834 under the stimulus 
of Robert Owen, this fell to pieces in six months, while the 
National Trades’ Union in the United States held three 
conventions with increasing influence in 1834, 1835, and 
1836. The national union in England covered a few coun- 
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ties: the one in America stretched from Boston to Cin- 
cinnati. The American movement was not imported from 
England: it was an indigenous product of American con- 
ditions, and its leaders were American-born. Altho the 
daily papers of this time in America abound with news of 
strikes and with editorials of advice to restless mechanics, 
yet the remarkable national labor organization that backed 
these strikes was barely mentioned, and has been as utterly 
forgotten as the lost tribes of Israel or the continent of 
Atlantis. 

The authentic sources from which to learn of these as- 
sociations are the labor papers; and it is fortunate that 
these have been preserved in unexpected abundance in a 
few libraries. Out of some forty titles the principal ones 
have been located thru the search set up by the American 
Bureau of Industrial Research. Aside from the Mechanics’ 
Free Press, already mentioned, the most valued is a daily 
paper,—The Man,—published for sixteen months in 1834 
and 1835 under the influence of the trades’ union of New 
York. It was found, after six days’excavation by two men in 
overalls, in the storeroom of the New York Historical Society. 
Another discovery is the file of the Working Man’s Advocate 
of 1829-30, the first of the New York labor papers, preserved 
these seventy-five years by the Workingmen’s Institute of 
New Harmony, Indiana. The Library of Congress has the 
National Laborer, the organ in 1836 of the Philadelphia 
union and the National Trades’ Union. Other libraries, 
including the Oneida Historical Society, the Delaware 
Historical Society, the Lynn Public, the Wisconsin 
Historical Society, and the New York Public, have scattering 
numbers, which, when pieced together, give often a fairly 
complete file. These papers contain constitutions and by- 
laws, official proceedings of the local trades-unions, and 
detailed reports of the national conventions more complete 
even than those which the Knights of Labor or the American 
Federation of Labor have published of their proceedings. 
It is intended to prepare a union finding list of these papers 
for the use of librarians and students, and more especially 
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to reprint, both from labor papers and employers’ organs, 
such material as has documentary value. In this way it is 
hoped that these forgotten forerunners of American labor 
organization and labor politics will stand forth as they 
actually were in the storm and stress of that significant 
period in our history. 

* The labor movement of this period has usually been 
treated as a communistic or agrarian agitation, but this is 
because our knowledge of it comes only from the papers 
hostile to it or from Robert Dale Owen’s Free Enquirer. 
Robert Owen had founded New Harmony in 1825 with an 
amount of advertising never before or since secured for a 
radical program. When his followers scattered after 1827, 
they attached themselves to whatever elements dissatisfied 
with political and industrial conditions would give them a 
hearing. Assoon, however, as the import of their teachings 
was understood, the mechanics and workingmen withdrew 
support, and limited their movement to the immediate de- 
mands of legislation or of trade-unions. 

The Mechanics’ Union of Philadelphia sprang from an 
unsuccessful strike of the carpenters for a ten-hour day. 
There the labor party held the balance of power in two 
elections, and all of its candidates who were indorsed by 
the Adams and Jackson parties were elected. Even the 
Congressional candidates of the older parties flung out their 
banners as the “true working men’s party,” and appro- 
priated the slogan of “6 to 6,” which the workingmen had 
used to indicate their demand for the.ten-hour day. The 
labor party disappeared entirely in 1830, and the American 
politician had learned for the first time how to split the 
labor vote. 

In New York the movement of 1829 was much more 
complicated than it was in Philadelphia, more radical in its 
demands, more distinct in its cleavages of classes, and at- 
tended with greater immediate success. It began with a 
meeting called to protest against increased hours of labor. 
The meeting adopted an agrarian preamble drawn up by a 
mechanic, Thomas Skidmore, and transporting into eco- 
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nomics the Declaration of Independence. They resolved 
that “the Creator has made all equal,” and that “in the 
first formation of government no man gives up to others 
his original right of soil and becomes a smith, a weaver, a 
builder, or other mechanic or laborer, without receiving a 
guaranty that reasonable toil shall enable him to live as 
comfortable as others.” They contemplated a strike, and 
not a political party. Six months later they nominated a 
ticket selected by lot, and adopted another agrarian plat- 
form, again drawn up by Skidmore, and accidentally elected 
a carpenter to the legislature. Three months later they 
ousted Skidmore, and took up Robert Dale Owen. He 
persuaded them to renounce agrarianism and to indorse 
free education, but his free schools were to take the children 
away from their parents, to dress, feed, shelter, and teach 
them alike. He would substitute for Skidmore’s commun- 
ism of property a Pestalozzian communism of education. 
On this the party split. Tammany finished the disruption 
by enacting the mechanics’ lien law,— the first law of its 
kind to protect the journeyman as well as the contractor. 
Four workingmen’s tickets then came into the field. The 
biggest vote went to Tammany and the smallest to Skid- 
more. Thus Tammany won its first success as the “work- 
ingman’s friend,” and socialists had their prototype in the 
agrarians. 

Outside Philadelphia and New York the workingmen’s 
party included small employers. In Boston its platform 
appealed to “laboring men, mechanics, tradesmen, farmers, 
and others standing upon the same level.” So in‘Charleston, 
Wilmington, and elsewhere. The class divisioit of employer 
and employee was as yet limited to a few localities. Labor 
politics was a part of the general protest of the times raised 
by the “productive classes” against “aristocracy.” 

Four years of inaction followed the disruption. The 
stage was filled by Jackson and the Bank. When the 
Bank disappeared, its place was taken bya host of State 
banks with a flood of paper money. In 1835 and 1836 
prices and the cost of living rose 50 to 100 per cent. 
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Wages did not rise in the same proportion. The inflation 
came so suddenly that wage-earners could not escape to the 
free lands of the frontier. They were caught in a trap. 
They turned to their newly found trades’ unions and to 


_ their National Trades’ Union, which had held its first con- 


vention in 1834. They attributed to these organizations 
a permanence and grandeur pathetic in view of the collapse 
three years later, but excusable in view of the victories 
meanwhile. Not until thirty years afterwards, in a similar 
inflation of the Civil War, did organized labor appear again 
in similar vigor. The Trades’ Union of 1833 was a genera- 
tion ahead of the industrial conditions that give organized 
labor endurance. It was not an industrial revolution, as 
in England, but a financial inflation, that provoked the 
labor movement of 1835. 

The many strikes of 1835-36 are well known. The fact 
that they were systematically supported by extensive 
organizations of labor is not so well known. The climax 
was reached in 1836. Prices continued to rise, and the 
societies continued to strike. Their successes were inspiring. 
The trades’ unions supported them with enthusiasm and 
devotion. Dues were increased and donations added to dues. 
Finally, the ominous sign of over-organization appeared. 
Jurisdictional struggles began. Blacksmiths protested 
against horse-shoers, and hand-loom weavers against factory 
weavers. These were not settled when the panic of 1837 
stopped everything, and the trades’ unions disappeared 
when the wage-earners’ employment ceased. 

The issues that aroused the wage-earners may be learned 
from the debates in their conventions. The first national 
convention discussed politics. The controversy raged back 
and forth exactly as it does to-day; but, finally, the 
convention excluded the word “political” from its objects 
and substituted the word “intellectual.” In each con- 
vention they discussed education, public lands, immigration, 
child labor, female labor, prison labor, lotteries, banking, 
and co-operation. 

The results of the labor movement of 1827 to 1837 can 
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only be suggested. Here were the beginnings not only of 
the general organization of labor, but also of humanitarian 
and reform movements. The industrial revolution was 
under way, but its substantial basis—the railway—was 
not yet a factor. In general, the period was that of the 
sudden and rough awakening of labor as a distinct element 
in American history. For the first time magazines and 
newspapers gave space to labor problems. Humanitarians 
began to examine the conditions of working and living. 
Politicians put labor planks in their platforms. Protection- 
ism framed its pauper labor argument, and manufacturers 
proceeded to capitalize the labor movement. Some de- 
mands were immediately granted, others remotely. Im- 
prisonment for debt disappeared before 1835. Free schools 
became general before 1850. Mechanics’ liens have spread 
from New York to all other States. The ten-hour day 
became the standard. Juries began to return verdicts of 
“not guilty” in labor conspiracies. The importance of free 
land as an outlet for labor was first realized, and leaders of 
the homestead agitation learned their lesson in the predica- 
ment of the trades’ unions of 1835. Although temporary and 
forgotten, the labor uprising of the thirties had permanent 
results. 


Joun R. Commons, 
UNIVERSITY OF WISCONSIN. 
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NOTES AND MEMORANDA. 


_AN ASSIZE OF BREAD AT MOBILE, ALABAMA. 


In the latter half of the seventeenth and the early part 
of the eighteenth centuries the regulation of the price of 
bread by public authority was a familiar principle in the 
English colonies of America. In New Haven, for instance, 
the weight of the penny loaf was regulated by law about 
1660, and in 1696 the Massachusetts General Court also 
provided a regular assize, fixing the weight of the loaf ac- 
cording to the price of flour. At various times during the 
first quarter of the eighteenth century the selectmen of 
Boston likewise performed this duty. . 

It is interesting, however, to note a survival, or perhaps 
a revival, of this principle as late as the nineteenth century 
in the town of Mobile, a place whose economic history is 
marked by many peculiar features. After fifty-two years 
of French, seventeen years of English, and thirty-three 
years of Spanish rule, Mobile came under the control of the 
United States government in April, 1813, and was included 
in the Mississippi Territory. On January 20, 1814, by an 
act of the territorial legislature, the town received a charter 
of incorporation, and at two meetings of the inhabitants, 
on March 11 and 14, the municipal government was organ- 
ized, and the charter publicly read in English and in 
French.? The population at this time was composed of 
French, English, and Irish elements. On April 4 follow- 
ing, three weeks after the organization of the municipal 
government, a “tariff for bakers,” or assize of bread, was 
drawn up by the commissioners (the governing body of the 


2MS., City Clerk’s Office, Record Book, 1814-1820, pp. 3, 5. 
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town), and proclaimed in English and in French.’ This 
fixed the weight of the loaf for the ensuing month in ac- 
cordance with the price of flour. Instead of changing the 
price of bread, it was more convenient to make the loaves 
lighter or heavier as the price of flour rose or fell. On 
May 2, 1814, the weight of the bit loaf (the bit being a coin 
worth twelve and a half cents) was fixed at twenty-eight 
ounces, and the weight of the half-bit loaf was fixed at 
fourteen ounces.” 

On July 8, 1815, we find this entry: “Mr. Martin the 
Baker appeared before the Board and paid the Sum of Ten 
Dollars—a fine inflicted on him for having his bread too 
light—the one half of which sum was paid to the Police 
Officer.” 

On January 24, 1817, a regular scale of weights for the 
bit loaf was adopted, as follows :*— 


Form OF THE AssizE OF BREAD FOR THE Bit [oar. 


When Flour coste Weight of Bit Loaf. 


Beginning May 3, 1817, the assize of bread was pro- 
claimed weekly instead of monthly as before, and this sys- 
tem was continued for a little more than two years. The 
records do not show that the assize was proclaimed after 
1819, but the town continued to exercise a control over 


1MS8., City Clerk's Office, Record Book, 1814-1820, p. 18. 
2 Ibid., p. 27. 3 Ibid., p. 73. 4 Ibid., p. 73. 
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the business of baking. Every baker was required to pro- 
cure a license and to register his trade-mark, which was 
stamped on his loaves. A public bake-house was also 
established, and seems to have been managed in the same 
way that municipalities control public markets, the bakers 
renting the stalls from the town and being subject to in- 
spection. As late as 1826, in the annual statement of the 
city clerk, the following entry occurs in the statement 
of receipts during the year: “Sales of condemned bread, 


$1.87.” 
Witiram O. Scroaes. 


THE GERMAN IMPERIAL INHERITANCE TAX. 


The German imperial tax on inheritances (gifts between 
the living being subject to the same rules) was authorized 
by an elaborate statute of June 3, 1906, and by adminis- 
trative provisions of the Bundesrat, June 16, 1906. It 


is a tax on the distributive shares going to collateral heirs 
and to forbears. The exemptions, as to classes. of heirs 
and amounts, are as follows: to husband and wife, to 
legitimate and adopted children and their offspring; to 
illegitimate children and their offspring, the property being 
of the mother or of the maternal ancestors; release of debts 
made in certain cases in view of the debtor’s needs; any 
share of not over 500 marks; not over 10,000 marks to 
parents and more distant forbears; to persons and their 
descendants occupying the place of children; gifts of not 
over 5,000 marks consisting of specified personal belongings 
willed to specified kinsfolk; bequests to forbears of things 
given by them to their descendants; gifts of not over 3,000 
marks to servants of the donor; and a share going to a 
family fund as the result of an agreement conditioned on 
death. 

Other inheritances must pay, on amounts up to 20,000 
marks, basic rates graded according to relationship,— 
4, 6, 8, and 10 per cent. The following are the classes :— 


a 
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. 4 per cent. 
1. Father and mother. 
2. Brothers and sisters, and their children, half-brothers and 
half-sisters. 
. 6 per cent. 
1. Grandparents and more distant ancestors. 
2. Parents in law and step-parents. 
3. Children in law and step-children. 
4. Descendants in the second degree from brothers and sisters. 
5. Illegitimate children, recognized by the father, and their de- 
scendants. 
6. Adopted children and their descendants if the adoption 
extends to the descendants. 


8 per cent. 

1. Brothers or sisters of parents. 

2. Relatives to the second degree in the collateral line. 
10 per cent. 


Other cases, except gifts for charitable and religious purposes, 
pay a flat. rate of 5 per cent. without any 
of rate. 


In other non-exempt cases larger distributive shares pay 
rates rising in fifteen classes (the largest class being of 
shares exceeding 1,000,000 marks) by the one-tenth fold 
of the basic rates. The progressive rates are as follows: 
if the share exceeds 


20,000 marks, multiply by 17s 400,000 marks, multiply by 1,5 
“ “ “ 2 
“ 275 


235 


The burden on the 4 per cent. class is further moderated 
by suspending the application of the progressive scale until 
the share exceeds 50,000 marks. The tax thus varies from 
a minimum of 4 per cent. to a maximum of 25 per cent. 
A complicated device prevents the progressive rate from 
rising with undue rapidity in cases where the amount is 


IV. 
| 
* 
i 
100,000 “ “ 800,000 “ “ 245 
150,000 “ “ 145 900,000 “ “ 245 
200.000 “ “ 1,000,000 “ « 
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only a trifle above the limit of the class (e.g., where the 
amount is 900,005). If the value of the share exceeds the 
limit of any of the classes, the increase in the tax resulting 
from the application of the progressive rate is never to be 
more than one-half the excess of the share above the mini- 
mum limit of the class. 

Elaborate rules are laid down for fixing the value in case 
of estates limited for life or for a series of years, and of 
conditional and uncertain interests; for declaring the tax, 
for assessing it, and for punishing neglect. If the same 
real property has been taxed in this way within five years, 
it is exempt, and, if within five to ten years, the tax is re- 
duced one-half. 

The Bundesrat has supplemented the law by still more 
detailed instructions, including forms for schedules and 
reports. The law gives evidence of careful elaboration, 
but, unfortunately, it is on the plan of a German sentence,— 
every part modifies every other part, and none of it is to be 
taken too literally until the last verb arrives. 

This new departure in German finance is viewed with 
apprehension in some quarters as giving to a Reichstag 
elected by popular suffrage a tool for the repression of 
saving and the weakening of the institution of property. 
Possibly as a result of this feeling there is still left to the 
states the whole field of taxation of direct inheritances, and 
the right to impose such additional rates as it wishes on 
the objects included within this law. 


FRANK A. FETTER. 
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ent — Paris: 
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pp. 700. 12m. 
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— the material of t x 
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BEROLZHEIMER (F.). System der 
Rechts- und irtschaftsphilos- 
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ermégens_ einschliesslich des 
Handelsverkehrs. Munich: C. H. 
Beck. 1906. pp. 348. 8.50 m. 

CrozieR (John Beattie). The 
Wheel of Wealth. New York: 
Longmans, Green & Co. 1906. 
8vo. pp. 546. $4.50. 

(A reconstruction of economics 
on the lines of modern evolution. 
Deals briefly with general ——— 
and principles, and more ela 
rately with free-trade and protec- 


tion. Author is a ‘‘tariff re- 
former’? of the Chamberlain 
school, and criticises the attitude 
of the “classical ” economists. 
Attractive in style and interest- 
ing, if not convincing, in argu- 
ment.] 


DrenstaG (P., editor). Fiihrer 


durch die sozialwissenschaftliche 
Zeitschriften Literatur. Dresden: 
z V. Bohmert. 1907. pp. 200. 

m, 

[Announced. Another publica- 
tion of the International Institute, 
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GARNIER (J.). Premiéres notions 


d’économie politique, sociale, et in- 
dustrielle. Paris: Garnier. 1906. 
18mo. 3.50 fr. 
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Traité d’économie politique, 
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Current Problems 
MARSHALL (A.). cipes d’éco- 
nomie politique. Tome premier. 
Traduit . Sauvaire Jourdain. 


Paris: G et Britre. 1906. 8vo. 


10 fr. 
[ee latest translation in the 
Bi ue internationale d’éco- 


Alberto Reber. 1907. pp. 36. 
[Introduction to a course of lect- 
ures at Univ. of Palermo. ] 
Prnxus (N.). Das Problem des 
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der im Wirtschafts- 
leben. pzig: Duncker & 
Humblot. 1 pp. 311. 6.60 m. 
[The first 250 pages survey the 


literature from the Renaissance to- 
the present. Two concluding 
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sider" Das Problem des Norma- 
len” and “‘ Die Theorie der wirt- 
schaftlichen Stérungen.’’] 
Tonroxo (G.). Trattato di economia. 
sociale. Florence. 


Worms (R.). Philosophie des. 
sciences sociales. Vol. III. Con- 
clusions des sciences sociales, 
Paris: Giard et Britre. 1906. 
8vo. pp. 310. 4 fr. 
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of the scope and the methods of 
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ume presents the general prin- 
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Bettom (M.). Apercu historique 
des théories modernes de la va- 
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cursory review of the various con- 
tributors to the modern theory of 
value. ] 

Cuapman (S. J.). The Remunera- 
tion of Employers. Econ. Journ., 
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Cossa (E.). La dottrina dell’ ego- 
ismo di H. Spencer come interpre- 
tazione dell’ economia politica e 
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industriali. Giorn. degli Econ., 
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Lorta (A.). della teoria 
del valore. jorn. degli Econ., 
Aug., 1906. 

Nevurats (0.). Zur Anschauung 
der Antike iiber Handel, Gewerbe, 
und Landwirtschaft. Jahrb. f. 
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dei — Giorn. degli Econ., 


York: The Mac- 
millan Co. 1906. 8vo. pp. 553. 
examples of the great facts of so- 
GURTLER (A.). | Rhythmus des 
Arbeitsmarktes. I. Das Problem 
und die Methode seiner Erfassung. 
Gratz: Leuschner & Lubensky. 
1006. pp. 120. 3m. 
Kwyyvett (Sir H.). Defence of the 
London: H. Froude. 
1906. pe 102. 5s. net. 
[Now for first time i 
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. Introd. by Charles 
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of Boston: Little, 
Brown & Co. 1906. pp. 588. P| 
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nomie politique. ] 
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II. THE LABOR PROBLEM. 


BERNSTEIN (E.). Der Streik: sein 
Wesen und sein Wirken. Frank- 
furt: Literar. Anstalt. 1906. pp. 
119. 1.50 m. 

{A popular tract, of the 
series entitled Die Gesellschaft, 
ed. by M. Buber.] 

‘CnEysson (E.). Le patron. Son 
réle économique et social. Paris: 
Giard et Britre. 1906. 8vo. 1.50 fr. 

‘CLARK (VictorS.). The Labour 
Movement in Australia. New 
York: — & Co. 1906. 
pp. 327. $1.50. 
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1906. 18mo. 3.30 fr. 

DitrmeER (E.). Die Stadt Berlin 
und ihre Arbeiter. Beitrag zur 
Sozialpolitik der deutschen Ge- 
meinde. Berlin: ‘‘Vorwiirts.’’ 
1906. pp. 1389. 1m. 

(On the wages and labor condi- 
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from the socialist point of view.] 

Germany (official). Die bestehen- 
den Einrichtungen zur Versicher- 
ung ge m die Folgen der Arbeits- 
losigkeit im Ausland und im 
Deutschen Reich. Berlin: C. 
Heymann. 1906. 4to. 3 vols. in 
one, pp. 698, 298, 474. 27 m. 

[A valuable report, prepared by 
the Imperial Statistical Bureau, 
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countries. 


Grss (S. J.). Problem of Boy-Work. 
London: Gardner. 1906. 8vo. 
pp. 108. 1s. 6d. 

Gorst (J. E., Sir). Children of the 
Nation: How their Health and 
Vigour should be rag by the 
State. London: Methuen. 1906. 
8vo. pp. 308. 7s. 6d. 
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Problems. Springfield, Ill.: Ill. 
Coal Operators’ Assoc. 1906. 

[An interesting collection of 
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ject of joint agreements. | 

Leroy (M.). Les transformations 
de la puissance publique. Les 
syndicats de  fonctionnaires. 
Paris: Giard et Britre. 1906. 
8vo. 5 fr. 

[Published in connection with 
the Collége libre des Sciences 
sociales. ] 

MUnsTerBerG (E.). Amerikan- 
isches Armenwesen. Leipzig: 
Duncker & Humblot. 1906. pp. 
126. 2.40m. 
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observer; in Sch 
des Vereins f. Armenpflege. } 

REICHELT (H.). Die Arbeiterver- 
hialtnisse in einem Berliner Gross- 
betrieb der Maschinenindustrie. 
Berlin: L. Simion. 1906. pp. 
151, 4m. 
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see under Bossellman in bibliog- 
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Satomon (Alice). Die Ursachen 
der ungleichen Entlohnung von 
Manner- und Frauenarbeit. 
zig: Duncker & Humblot. 1906. 

p. 139. 3.20 m. 

[In Schmoller’s Forschungen. 

ScHERER(R.). Der schweizerische 
ti zur Arbeiterfrage. Zii H 
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m. 
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Satie : Simion. 1906. pp. 90. 
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[In the same series noted above, 
under Bernstein. ] 
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] 
UnsiGNED. Socialism in the — 
of + Edinburgh Rev., 


IV. LAND AND AGRARIAN PROBLEMS. 


340 

Wipes (H. G.). Socialism and 
Ne (The heh 

ov. er 

to a revolution of the 
relation; precisely 

AurFons! (A.). coltivazione 
e sul del frumento in 
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et A erédit cole. 
Roustan. 1906. 
aed. Utilisation a la ferme 
des déchets et résidus industriels. 
Paris: _— 1906. 32mo. pp. 
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Gécutine (E.). Das landwirth- 
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MALINE (Jules). The Return to the 
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In Periodicals. 
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Henry (A.). What is the Matter 
with England? Westminster Rev., 
private prope n 
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to revolution. ] 
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— Co. 1906. pp. 336. 
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Contributions to the Theory of 
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Librairie Armand Colin. 1906. 
. 297. 3.50 fr. 
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1906. S8vo. pp. 196. 7s. 6d. 
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liberate restriction of population 
is essential to Pye 

DARLINGTON ( The Medico- 
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tion Problem. No. Amer. Rev., 
21 Dec., 1906. 

Scuuttze (E.). Die Italiener in 
den Vereinigten Staaten. Zeitschr. 
f. Socialw., Oct., 1906. 
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Wanp (R. de C. ).. Pending Immi- 
gration Bills. No: Amer. Rev., 
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Marine 
res. 
18mo. pp. 


[The author is an officer in the 
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1906. 8vo. 3s. 6d. 
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Corps (T. Iu). Die Bedeutung der 
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chener Volksw. Stu- 
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CUNNINGHAM (W.). Railway Na- 
tionalization. Dunfermline: Au- 


1906. S8vo. pp. 2096. 2s. 
[4th edition. ] 
Dewsnup (Ernest R., editor). 
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ing. Chicago: University of Chi- 
Press. 1906. pp. 498. $2. 
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and aud tin 
(Willis Fibtcher). Four 


Centuries of the Panama Canal 
New York: Henry Holt & Co. 
1906. pp. 461. $3 net. 
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turies,”’ and the remainder to the 
last four years. ] 

LAKE (C. S.). Locomotives of 1905. 
London: P. arshall. 1906. 
4to. 1s. net. 

MoPHeERson (L. G.). The Work- 
ing of the Railroads. New York: 
Henry Holt. 1897. pp. 273. 

[An excellent course of lectures 
upon the theoretical and practical 
aspects of the subject. ] 

UNSIGNED. Canals and Inland 
Navigation. Royal Commission. 
First Report and Minutes of 
Evidence, with Appendices there- 
to. Indexes and maps. London: 
Wyman. 1906. 6s, 


In Periodicals. 


Bogart (E. L.). Economic and 
Social Effects of the Inter-urban 
Electric Railway in Ohio. Journ. 
Polit. Econ., Dec. {An interest- 
ing account of - great develop- 


ment in this Sta’ 
Grurrripa (V. Protezionismo 


ABEILLE (L.). 
et marines 6 
Colin. 1906. 
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degli Reon, Sept. 


[Am excellent account. of 
the h y in its early 
of the estern & Atlantic 


Journ. Polit. Econ., Nov. [De- 
pools, and 


agreements among ocean carriers; 
omitting, the 


le. 
VIALLATE La des 
e fer aux Unis. 
Rev. m. Intern., Nov. — 
sion. ] 


VII. FOREIGN TRADE AND COLONIZATION. 


Detonme (P.). Le commerce al- 
: Libr. Africaine et 
1906. 8vo. pp. 491. 


of Commercial Policy; III., 
Technique of Commercial Poli cy] 
(H.) et Eckuour (G.). 

et leur fonction éco- 

Domine Paris. 1906. 


(Gh) invasion anglaise 
L’achat des actions 
de Suez en 1875. Paris: Plon- 


et 
Tarifs coloniaux. Paris: 
t. 1906. 4 fr. 
ei I. interprets the texts of 
colonial trade. 
IL contains actual tariff 
schedules. ] 


nopoli: monografia coloniale, 
sentata dalla camera di 
italiana di Costantinopoli. Mo- 
dena. 1906. 4to. pp. 314. 

Munro (A.). Fiscal blem from 
a Practical Point of View. Lon- 
don: Drane, 1906. 8vo. 5s. 

PEYERIMHOFF (M. de). Enquéte 
sur les résultats de la colonisation 
officielle de 1871 & 1895. 2 vols. 
Paris: Libr. Africaine et Coloniale. 
1906. 4to. 20 fr. 

Pieou (A. C.). Protective and Pref- 
erential Import Duties. London: 
Macmillan. 1906. 8vo 
2s. 6d. net. 

Le Maroc. Son état économique 
et comm Paris: 
Levrault. 1906. 12mo. pp. 


3.50 fr 
(Pub: blished under supervision 
of the French ministry of com- 
merce, 
Zweie (E.). Dierussische Handels- 
litik seit 1877, mit bes. Beriicks. 
es Handels a die Europ. 
Grenze. Leipzig: Duncker & 
Humbiot. 1908. Pp. 191. 4,80 m. 
[In Schmoller’s Forschungen.] 


In Periodicals. 


Burnett (F. Marsden). Tariff Re- 
form. Econ. Rev., Oct., 1906. 
[Desires reform in the direction of 
protection. ; 


1906, 
uTH (J. > iy ts and 
von Personen. Ann. des Deutech> their Control by Line Carriers. 
Reichs, 1906, 9, 10, and 11. a 
amines the imperial law of 1871.] 
Manam Cheap Railway 
fer orkmen in Belgium. 
Econ. Journ., Dec. [A verygreat 
use of these tickets is made, with 
important social and political con- 
An American 
State-owned . Yale Rev., 
6.60 fr. 
Fiscuer (F.). Die wirtschaftliche ; 
seiner Leipzig: Aka- 
dem. Verlagsgeselischaft. 1906. { 
is chemist, at 
risa at 
ingen, and writes with reference 
to German chemical trades as 
well as on general questions. ] 
Fontana-Russo (Professor 
Trattato di politica comm 
an: Ulrico Hoepli. 1907. pp. 
A thorough treatise. Deals 
wht: L, The Inter- 
Nourrit. 1906. 16mo. 3.50 fr. | 
Micug. (A.). Régime commercial 
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Entwickel 
‘at. 


{J. 
907. [Advises of 
articles manuf: 


under sonthtens of monopoly and 
removal of duties on most farm 


GaRVIN 1) L.). The Future of 
Tariff Nat. Rev., Dec. 
1906.._ [Favorable to protection.} 

H. Der Einfluss der Zoll- 

die wirtschaftliche 


(A.). Zum handelspolit- 

schr. f. d = 1906, 
. iW. 
Heft 4. . 


Vill. MONEY, BANKING AND EXCHANGE. 


Bovcamit (0.). es et cré- 
ation de la banque nationale suisse. 
1884-1905. Paris: Larose. 1906. 


ward K.). Foreign Ex. 
KS (Ho - 
Text-Book. Chicago: H. 
K. Brooks. 1906. pp. 239. $2.25. 
[A useful compendium for stu- 
dents as 
(A. DE). monnaie. 
ictor Lecottre 1906. 


excellent general treatise. 
The author was for seven years 
director of the French mint.] 

Haristoy (J.).Virements en 
—- et chambres de com 
Paris: Rousseau. 1! 
a. pp. 672. 12 fr. 
Kirscupere (Dr. jur. Manfred). 
Der Postscheck. Eine volkswirt- 
schaftliche uristische Studie. 
irschfeld. 1906. 


presentation of the 
check system in Germany. 
and Switzerland. ] 
Lawson (W. R.). American Fi- 
nance. PartI. Domestic. Edin- 
burgh: Wm. Blackwood & Sons. 


pp. 398. 6s. 
(Dr. jur. Paul). Betracht- 
ungen iiber das Notenbankwesen 


[A inighty 
numerous errors of fact in its os 
liminary historical chapter. ] 

MAZEROLLE (F.). La monnaie. 
Paris: Laurens. 1906. 8vo, 
3.50 fr 


[History of the French mint.] 


Prenpere ast (William A.). Credit 
and its Uses. New York: D. A 
pleton & Co. 1906. 12mo. $1. 
me written, and of little 

ue except for certain pest 
tive matter relating to some kin 
of credit operations. } 


In Periodicals. 


BorTKIEwicz (L. von). Die geld- 
theoretischen und 
ischen Konsequenzen des ““Nomi- 
nalismus,”’ abrb. f. Gese 
1906, Heft 4. [Attempts to 
s theory moré acceptable. ] 

Crtro (Freiherr v.). Die ba = 
ische Landwirtschaftsbank, 
Entstehun hichte, 
ung und Geschiftsentwickelung. 
Jahrb. f. Gesetzg., 1906, Heft 4. 

Curisty (Miller). The History of 
Banks and ng in Essex. 
Journal of the Institute of Bank- 
ers, Oct., 1906. 

CorFin (G. M.). Paper Currencies 
of Countries. Bank. 

Sept., 1906. [A 
banker’s " review of conditions 
abroad and needs at home. 

Crttiezr (H.). Bank- und Kredit- 
wirtschaft des deutschen Mittel- 
standes. Zeitschr. f. Socialw., 
Nov., 1906. 

FREWEN (Moreton). The New 
Gold and the New Era. Monthly 
Rev., Nov., 1906. [Connects the 
recent rise in prices with the in- 
creased of gold.] 


HEPBURN Cur- 
rency. Aner, 7 Dec., 
1906. the adop- 


Lewis (B. G.). Our Trade Relations 
with Latin America. Journ. Polit. 
Econ., Dec. [Little on. trade, 
in den Vereinigten Staaten von 


tion of a credit currency, prompted 
by the report of the committee of 
the American Bankers’ Associa- 


tion.) 

Kemmerer (W. W.). A Gold 
Standard for the Straits. II. 
Polit. Sci. Quart., Dec. [Con- 
cluding part of ‘this valuable 


(G. F.). ene 

staatlichen des ides. 

1906, Heft 4. 
Problem of 
Nat. Rev., 


Pha t Dec., 
1906. to the Bankers 
Association and of 


merce p J 
Noearo (B.). Contribution & une 
théorie iste de la monnaie. 
fan atte 
mpt to ve the 
tity theory upon 
un 


tion of Gold. 


IX. FINANCE AND TAXATION. 


Rousseau. 
Baron (A.). Le ministére des fi- 


nances. ion et attribu- 
tions. : Laveur. 1906. 
8vo. 266. 5 fr. 

Barre (A.). finances bosni- 
aques. Paris: Michaud. 1906. 


severe arraignment of A. 
severe men us- 
misrule, 


Biewoops Les de la 
dette romant. 
Brept (J. V.). Der Wertzuwachs 


an eken seine Be- 
Berlin: 


Bracr G0. pp. 76. 1.20 m. 
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ment banques_ allemandes & 
ré Rev. Econ. Intern., 
Oct. | ption with statistics 
of specific German foreign banks.] 

Suaw (L. M.). The Independent 
Treasury System versus the Cen- 
tral Bank of Issue. Trust Com- 
panies, Oct., 1906. [Extract from 
an address by the Secretary of the 
Treasury, arguing that it is better 
not to introduce radical reform in 
the relation of the Treasury to the 
banking system, but rather to in- 
crease the discretion and powers 
of the Secretary, so as to improve 
the present arra 

SranLey (Leon Arthur). The 

ization of a La Bank. 
Journal of — Institute of Bank- 
ers. ai [Detailed de- 
scription. 

VARIOUS. a Trade and 

Foi Bull. Inst. 

Int. de Stat., X 2me liv., pp. 
118-219. [This series of _ 
by Gruber, de Foville, an ey- 
marck, ably discusses the elements 
entering into the trade balances 
of European 

Veccnio (G. del) industria 
tedesca e le banche. Riforma 
Soc., Sept.-Oct., 1906. 

” Analysis of the 

Bankers’ Pian. 

Trust Companies, 1906. 


GeriacH (0O.). La réforme des 
finances de l’empire allemand. 
— Giard et Briere. 1906. 8vo. 


(R. v.). Die Kommunal- 
finanzen. Leipzig: C. L. Hirsch- 
feld. 1906. ve vo pp. 351, 550. 


27 m. 
[In the Hand- und Lehrbuch der 
issenschaften ed by 


Heckel. Vol. I. is on Organisa- 
tion, Aufgaben, Ausgaben; Vol. 
II. on Die Deckungsmittel des 
Bedarfs. Great Britain, France, 


LAUTERBACH (E.). 
und Kommunalbesteuerung in 
Deutschland, England, den Ver. 
Staaten, u. den englischen Ko- 


Rev., Nov. 
fA great depreciation is going on; 
connection with rates of inter- 
* est and a possible crisis; with a 
final suggestion of an interna- 
tional-paper standard. ] 
RoszenporFF (R.). Le développe- 
ALLIx(E.). Traité élémentaire de 
la science des finances et de légis- 
lation financiére francaise. Paris: 


RECENT PUBLICATIONS UPON ECONOMICS 


lonien. Berlin: F. Vahlen. 1906. 
pp. 252. 6m. 

{I., General Introduction; II., 
Direct Taxes; III., Indirect Taxes; 
Taxation in England. 

MU LuER (A). Die Gemeinden un 
ihr Finanzwesen in Ruminien. 
Jena: Fischer. 1906. pp. 207. 


4m. 
[In Conrad’s 
PasEtTtT1 (T.). Il monopolio del 
tabacco in Italia: cenni storico- 
statistici. (Ministero delle finanze) 
Portici. 1906. 4to. pp. 157. 
PROPPER (M.). Régime fiscal des 
valeurs étrangéres en France. 
Calmann-Levy. 1906. 8vo. 


5 fr. 
SnmeEr (C. E.). The Taxation of 
the Gross Receipts of Railways in 


Wisconsin. ew York: ib. 
Amer. Econ. Assoc. 1906. Vol. 
VI., No.4. 8vo. pp. 138. $1. 


{A historical and critical study 
ef the development of this form of 
taxation in Wisconsin, with inci- 
dental] consideration of the ad va- 
lorem — of taxation for pur- 

of comparison. ] 
Wreopzinski (W.). Die Besteu- 
erung des landwirtschaftlichen 
Grundbesitzes in Preussen. Eine 


kritische Studie. Jena: G. 
Fischer. 1906. pp. 107. 2.50 m. 
ZEITLIN (L.). Der Staat als Schuld- 


ner. Tiibiugen: H. Laupp. 1906. 
2m. 


In Periodicals. 


BALpwIn (S. E.). Taxation by one 
State of Goods in Another. Yale 
Rev., Nov. [Certain judicial de- 
cisions on the 14th Amendment 
seem now to prohibit this. ] 

Berens (L. H.). Shall we tax 
Land-values? Westminster Rev., 
.Oct., 1906. [Believes that ‘‘no 
radical y possible without 

n 


some.vested iniquity suffering.’’] 
BICKERDIKE (C, F.). The Theory 
Econ. Journ., 


of Incipient Rates. 
Dec. fon the incidence of import 
taxes chiefly, with reference to a 
ible gain in terms of exchange 

by the taxing country.] 
FRANEENBURG (H. von). Die 
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Werthzuwachssteuer. Ann. des 
Deutsch. Reichs. [A valuable 
review of experiments made by 
various German municipalities. 
Hook (A.). Rating and Site Valua- 
tion. Econ. Rev., Oct., 1906. 
GIESEKE (L.). Die Entwickelung 
der direkten Steuern in Elsass- 
Lothringen. Finanz-Archiv, 
the period from 1 


INHULSEN (C. H. P.). Aus der eng- 


lischen Steuerpraxis. Finanz- 
Archiv, 23, 2. 
Kamse (M.). Die Entwickelung 


des japanischen Steuerwesens vom 

Alterthum bis zur Gegenwart. 

Finanz-Archiv, 23,2. [Strikingly 

interesting and valuable. ] 

Die Staatschulden Japans. 
Finanz-Archiv, 238, 2. 

Maatz (von). Die Novelle zum 
Einkommensteuer- 
und Erganzungssteuergesetz. 
nanz-Archiv, 23, 2. 

Mowatt (Francis). The Treasury, 
Past and Present. Nat. Rev., 
Dec., 1906. [Description of or- 
ganization and Parliamentary pro- 
cedure. ] 

OBERHOLTZER (E. P.). Jay Cooke 
and the Financing of the Civil 
War. Century, Nov., Dec., Jan. 
[Interesting series of articles. ] 

OFFENBACHER (A.). Geschichte 
der | des Salzes in 
Deutschland. onclusion. 
nanz-Archiv, 23, 2. 

Scott (Andrew). Economic As- 
ae of a Single Tax on Land 

Westminster Rev., Oct., 


Vituiers (Brougham). A Fiscal 
Policy for Labour. Independent 
Rev., Nov., 1906. [Discusses in- 
camel and income tax pro- 

sals. 
EDGEWOOD (Josiah C.). Land 
Values: Why and How they 
= be taxed. Nat. Rev., Dec., 


Witiiams (W. M. J.). The Con- 
trol of Public Expenditure. Econ. 
Rev., Oct., 1906. [Describes and 
criticises the method of control in 
the House of Commons. } 


os 
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‘XK. CAPITAL AND ITS ORGANIZATION: COMBINATIONS. 


AvzEsuRY ( On 
and National ‘hrading. Lo 
Macmillan. 1 


GuTMANN (Julius). Ueber den 
amerikanischen trust. Essen: 

bs D. Baedeker. 1906. pp. 160. 
m. 


merce. New York: G. P. 
Sons. 1906. 8vo. pp. 


tion of extractive, man 
and distributive industries. 
be Allen, M.S., 


Business 
the Organisation 


Management of Private 

with Financialj 
Indianapolis: The Bobbe- 

Merrill Co. 1 pp. 357. $2.70. 


In Periodicals. 
BRANDEIS (L. D.). 


ance Banks, Bank. WY. 
1006. 


surance, with a brief statement of 
oun advantages of the plan.] 
VELAND (F. A.). Municipal 
Ownership as a Form of Govern- 
mental Control. Amer. 
Acad., Nov., 1906. 
Forman (S. E.). Cost of 
District of 


considerable statistical 
The loss in the District of Colum- 
bia in 1908, attributable to :the 
of weekly is es- 
timated by comparison with ex- 
in —not ideal 
ce companies as equivalent 
to coun million dollars of :insur- 

ance carried. 

Grevutico (C.). Der Kredit der 
Gesellschaften mit beschrankter 
Jahrb. f. Nab. Ock., 


1 
HorceKiss (W.E.). Chi 
tion: A Study in Politi ‘Erole. 
tion. Ann. Amer. Acad., Nov., 


1906. . 
ces from the 
of the Entrepreneur. Aan. 
Amer. Acad., Nov., 1906. [A 
consideration of the reasons:which 
make private t of pub- 
lic service ons most -effi- 


cient. ] 

Lowe. (F. Mutual Life 'In- 
surance, 
1907. 


in J 
Econ., Nov. [Both in street 
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Coors (Francis). = an 
a. 2 vols. New York: 
Press Co. 1906. pp. 
(A useful volume dealing with 
the “direct financiering of an en- 
terprise, including its 
tection, preparati 
ventation,” also the question of 
mari r practical ends, 
“highly valuable to students as 
l. The adopts 
pseudonym Cooper, because 
connection with large enterprises 
makes this advisable. 
Nov., 1906. [A review, based on 
att careful study, with 
history, structure, present 
working of the company. 
(Frank). 
and Com- 
(Purely legal in character, but 
of value and interest to econo- f 
mists.) 
Macerecor (D. H.). Industrial 
Combination. London: 
Sons. 1906. pp. 
8. 
An essa with causes, 
changes in 
public policy. Useful for -its dis- 
eussion of the factors making for 
and against 
SpaRiine (Samuel usiness 
Organization. (The Citizen’s Li- 
brary.) New York: The Mac- 
millan Co, 1906. pp. 374. $1.25. 
[A useful work, based on lect- 
ures delivered at the University of 
Wisconsin, and the first of its 
kind. It deals with the organiza- 
the characteristics of the business 
and the needs of reform.) 
Meyer (H.R.). Municipal Owner- 
rail- 
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‘ways and electric public 
‘ownership and pu con- 
trol have checked enterprise and 
Jessened facilities. 

Paterson (J.). Les soci 
anonymes & responsabilité limitée 


Sopedl leterre et leurs obligations 
of limited 


S.). 
tion : Value of of 


Foreign ence. Amer, 
Journ. Sociol., 
Spencer (A. W.). Prevention 


pak 


BaRKEER (J. Ellis). Rise and De- 
cline of the N riands. Politi- 
cal and Economic History and 
Study in Practical Statesmanship. 
London: Smith. 1906. 8vo. pp. 
492. 10s. 6d. 

Boruer (F.). Die Entwickelung der 

direkten Besteuerung in Frank- 
furt bis zur Revolution 1612-14. 
Lei : Duncker & Humblot. 

1 2 vols. 807, 360. 15m, 
In 's Forschungen.] 

BRAUNS (H.). Der Uebergang von 
der Handweberei zum Fabrik- 
betrieb in der niederrhein. Samt- 
und Seidenindustrie. Leipzig: 
Humblot. 1906. pp. 

[In Schmoller’s Forschungen. 

Btcuer (K.). Die Entstehung 

Volkswirtschaft. Vo und 


Tiibingen: upp. 
‘tthe 474. 6m. 
fth edition, enlarged and 


ised. 

(M.). I banchieri ebrei in 
Firenze nel secolo XV e il monte 
di piet& fondato da Girolamo Sa- 
vonarola: appunti di storia econo- 
mica, ndice di documenti, 
renzo. 1907. 8vo. 


pp. 222. ran 

DAVENPORT (Frances Gardiner), 
The Economic Development of a 
Norfolk Manor. 1086-1565. Lon- 
Cambridge University Press. 


Dorr (Ri . _Economic History 
of under Early British Rule. 
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‘Public’ Ser- 


roved as the best pee 

controlling capitalizat: 

Waker (F.). The “Beef Trust’ 
and the United States 
ment, Econ. Journ., Dec. [An 
excellent account of the invest: 
tion by the Bureau of Corpora- 
tions. at the judicial — 
and the wow inquiry:] 

(E How London 
loses Munigt Ownership. 
No. Aa Rev., » 1006. 


ECONOMIC HISTORY. 


2ded. London: K. Paul. 1906, 

8vo. pp. 460. 6s. 

FLEISHMANN (W.). Altgermanische 
und altrémische Agrarverhialtnisse 
in ihren und 


a. M. 


is of Agri- 
culture at Gdttingen. ] 

Foster (W.). English Factories in 
India, 1618-1621 Calendar of 
Documents in the India Offi 
British Museum, andPublic Reco 
Office. London: ‘an 1906. 
8vo. pp. 428. 

‘Geschichte 
der Baumwollindustrie in Russ- 
land vor der Bauernemancipation. 
gers Triibner. 1 pp. 
188. 3.50 m. 

[In Abhandl. des staatsw. Semi- 
nars zu Strassburg. } 

Hore (P. H.) 
and County of Wexford. 

E. Stock. 1906. 4to. 80s. 

Jahre 
Wirtschaftslebens. 
Stuttgart: F. Krais. pp. 136. 2m. 

RIEZLER Ueber Finanzen und 
Monopole im alten Griechénland. 
Zur Theorie und Geschichte ‘der 
antiken Stadtwirthschaft. Berlin: 


et le probieme 
Paris: Alcan. 


1880.) 
SCHWANN (M.). der 


| 
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Cologne: P. Neubner. 488, 
e: eu 

tables. 10m. ml 
the lod 1797-1830, 
material on eco- 
ehistory of the Rhine region. ] 
SEELE. to des Négres. In- 


tation internationale disparue. 
Paris: Pedone. 1906. 8vo. 2.50 fr. 


Suwon (A. L.). History of the 
Wine Trade in England. Vol. I. 
ae 1906. Royal 


Smits of Edin- 
and their Altar in St. Giles 


London: Bagster. 1906. 
6d. 


10s. 
Tyszxa (C.). Handwerk in Bayern 
im 18. Jahrhundert. Eine 


wirt- 
Studie. Mu- 
nich: Reinhard. 1906. pp. 


126. 2.50 m. 
Wrusersxy (H.). Eine obersteier- 
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ische Ba einde in ihrer 
wirtschaftlichen Entwickel: 
1498-1899. I. Teil. Gratz: 
Moser. 1907. pp. 140, maps. 
5m. 
In Periodicals. 

AspBott (E.). The History of In- 
— Employment of Women in 


the United States: An Introdu 
Study.— Harriet Martineau 
the ployment of Women in 
1836. Journ. Polit. Econ., Oct., 
Dec. [The first article is on the 
18th century and the early part of 
the 19th; the second on the period 
about 1836. Both contain service- 
able material. ] 

Lasog (R.). Das Marktwesen auf 
den primitiven Kulturstufen. 
Zeitschr. f. Socialw., Oct., Nov., 
Dec., 1906. 


XII. DESCRIPTION OF INDUSTRIES AND RESOURCES. 


5m. 
[In Abhandlungen. ] 
Beet-s' Manu- 
isl. by W. - Hall and 
G. W. Rolfe. London: Chapman 
& Hall. 1906. 8vo. 12s. 6d. 
— R.), Buarmy (H. E.). 
nization and Man: 
Salted cluding Secretarial Work) 
Sir I. $908. 


pp. 306. 
Di etc.) 
Durr (E. Gordon). The Prin 


Stationers, and Bookbinders 
Westminster and London. New 
York: Putnams. $1.'75. 
EHRENBERG (H.). Die Eisenhiitten- 
technik und der deutsche Hiitten- 
arbeiter. Stuttgart: Cotta. 1906. 


pp. 218. 4.50. 
Miinchener Volksw. Stu- 


(Charlotte). Die 
Berliner Filzschumacherei. 
zig: Duncker & Humblot. 1 
Schimoller’ Forschungen. 
moller’s 
Gautier (F.). Chili et Boliv 


Etude et minidre. 
Paris: Guil 1906. 8vo. 


6 fr. 

HENRY (Y.). Le caoutchouc dans 
PAfrique occidentale francaise. 
Challamel. 1906. 8vo. 


—. Le coton dans |’Afrique 


occidentale francaise. Paris: 
Challamel. 1906. S8vo. 10 fr. 
Hopson (J. A.). Canada To-day. 
Unwin. 8vo. 
p. 158. 3s. 6d. 
(W.). Die der 
Baumwollarbeiter in St. Peters- 


burg: Industrie und 
gebung. Munich: Reinhard. 
1906. pp. 118. 2.50 
MOREL . D.). Red Rubber. 
Story of the Rubber Slave Trade 
flourishing on the Congo in the 
Gwin of grace 1906. London: 
1906. 8vo. pp. 238. 


(Theodore). Industrial 
Organization of an Indian Prov- 
ince. London: 1906. 
8vo. Bp. 334. 
[Author was ‘principal of the 


Part. 


des deutschen Bickergewerbes. 

men. 
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An inquiry into the productive 


SS in Ireland, wholly free 
m party standpoints. Dublin:. 


Maunsel. 1906. 8vo. pp. 172. 2s. 


(C.).  L’élev: dans 
PAfrique occidentale gaise. 
Challamel. 1906. 8vo. 
10 fr 

[A study of stock-raising in the 
French colonies. 


PoPpPLEWELL (F.). Some Modern 
Conditions and Recent Develop- 
ments in Iron and Steel Produc- 
tion in America. Manchester: 
Sherratt & Hughes. 1906. 8vo. 
pp. 1s. 

Rasrvus (W.). Der Aachener Hiit- 
ten-Aktien-Verein 1846-1906. Ent- 


wickelung eines  rheinischen 
Hiittenwerks. Jena: G. Fischer. 
1906. pp. 152. 


4m. 
[In Stieda’s Volksw. Studien. ] 
SIMMERSBACH (0.). Die Eisenin- 
dustrie. a Teubner. 1906. 
pp. 3382. 7.20 m. 
“ [In the series of Handbiicher 
fiir Handel und Gewerbe, edited 
bf v. d. Borght, Schumacher, et 


STEPHAN (Ch.). , Le Guatemala 


économique. A l’usage des in- 
dustriels, transporteurs, cul- 
teurs, banquiers, etc. aris: 
Chevalier et Rividre. 1906. 
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